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The  Health  Care  Financing  Administra- 
tion, established  in  1977  to  combine 
HEW's  health  tmancing  and  quality  as- 
surance programs  into  a  single  agency, 
is  responsible  for  the  Medicare  and  Med- 
icaid programs,  the  Protessional  Stand- 
ards Review  Organizations,  federal  sur- 
vey and  certification  efforts,  and  several 
other  health  care  quality  assurance 
programs. 

In  carrying  out  its  mission  to  provide 
timely,  appropriate,  and  high  quality 
health  care  to  its  beneficiaries— approxi- 
mately 45  million  aged,  disabled,  and 
poor  Americans— HCFA  is  working  to  en- 
sure that  beneficiaries  know  about  and 
are  able  to  obtain  the  services  for  which 
they  are  eligible.  The  agency  is  also  com- 
mitted to  developing  policies  and  prac- 
tices which  promote  efficiency  and  qual- 
ity within  the  whole  health  care  system. 

Forum,  the  official  magazine  of  the 
Health  Care  Financing  Administration, 
promotes  the  viewpoints,  the  opinions, 
the  knowledge,  and  the  experience  of 
people  whose  professional  work  is  with 
the  many  public  agencies  and  private 
groups  engaged  in  providing  and  financ- 
ing health  care  services. 

Forum  also  serves  as  a  focal  point  of 
understanding  for  readers  who  want  to 
become  informed  about  the  variety  of 
complex  issues  and  problems  that  HCFA 
must  address  in  order  to  devise  the  best 
possible  health  care  policies,  programs, 
and  practices.  By  providing  within  its 
pages  a  place  for  discussion  and  debate, 
Forum,  in  turn,  becomes  an  important 
source  for  HCFA  to  draw  upon  in  formu- 
lating policies,  reviewing  programs,  and 
developing  new  ones.  Through  such  a 
constructive  dialogue.  HCFA  is  a  assisted 
in  fulfilling  its  goal,  to  bring  high  quality, 
appropriate,  and  cost  effective  health 
care  to  the  American  people. 
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Accountability  in  Atlanta 

by  Martin  Judge 


Amid  the  clash  of  ideas  on  how 
best  to  contain  health  care  costs,  one 
area  of  agreement  emerges:  no  one 
organization  can  do  it  alone  —  not 
Government,  not  physicians,  not  hos- 
pitals. Nor  can  several,  working  in- 
dependently of  one  other,  achieve 
significant  cost  reductions. 

This  is  the  philosophy  that  caused 
the  Medical  Association  of  Atlanta  to 
expand  its  5-member  Cost  Accounta- 
bility Committee  to  include  15  repre- 
sentatives from  all  segments  of  the 
community.  Since  that  expansion  in 
March  1978,  decisive  steps  have  been 
taken  to  transform  a  nagging  feeling 
of  guilt  about  not  controling  escalat- 
ing medical  costs  into  a  positive  force 
for  containing  them. 

Dr.  Richard  DuBois,  chairman  of 
the  committee  and  chief  of  staff  at 
Atlanta's  Georgia  Baptist  Hospital, 
characterizes  the  committee's  impact 
on  the  community  this  way:  "Most  of 
us  knew  what  needed  to  be  done  in 
our  own  areas  to  reduce  costs  and  to  a 
great  extent  how  it  should  be  done. 
What  the  committee  did  was  to  make 
each  of  us  more  aware  of  the  neces- 
sity for  acting  on  our  knowledge  as 
well  as  giving  us  new  insight  into  the 
problem  by  hearing  fellow  committee 
members  discuss  problems  from  their 
points  of  view  —  problems  that  were 
sometimes  caused  by  other  mem- 
bers." 

Changing  procedures 

Some  of  the  results  of  a  closer  look 
at  procedures  at  Georgia  Baptist  were: 

•  A  $45,000  annual  savings  by 
eliminating  the  lateral  chest  x-ray 
from  the  routine  tests  required  for 
high-risk  surgery  patients. 

•  A  $75,000  annual  savings  by 
eliminating  the  routine  order  for  a 
"bleeding  package"  prior  to  a  ton- 
sillectomy. 

Other  changes  in  traditional  proce- 
dures could  net  even  greater  savings. 
For  instance,  says  DuBois,  it  cost 
roughly  $15  to  "type  and  screen"  the 
blood  of  a  surgical  patient,  but  it 


costs  about  $80  to  type  and 
crossmatch  his  blood. 

"The  blood  is  frequently  not 
used,"  says  DuBois,  "but  the  patient 
is  nonetheless  charged  $80.  If  sur- 
geons can  be  encouraged  to  request 
that  the  blood  be  typed  and  screened 
in  only  the  appropriate  cases,  hun- 
dreds of  thousands  of  dollars  could  be 
saved  nationally  each  year." 

"Another  area  where  charges  can 
be  reduced  is  in  better  scheduling  of 
tests,"  he  added.  "Georgia  Baptist 
charges  $10  extra  for  each  test  that  is 
performed  on  a  stat  (rush)  basis  rather 
than  on  a  routine  basis.  If  between  10 
and  20  percent  of  stat  tests  could  be 
avoided  —  and  I  believe  they 
could  —  think  of  the  tremendous  sav- 
ings that  could  be  effected  nationally 
if  physicians  did  a  better  job  of 
scheduling." 

After  9  months  of  work,  the  Cost 
Accountability  Committee  produced 
recommendations  (see  accompanying 
box)  on  how  various  groups  of  the 
community  can  reduce  costs.  The 
groups  included:  insurance  carriers, 
physicians,  hospitals,  consumers. 
Government,  business  and  labor,  and 
health  planning  agencies. 

Mixed  reactions 

Reactions  to  the  recommendations 
were  mixed.  Representatives  of  two 
hospitals  resigned  from  the  commit- 
tee. Other  members  of  the  committee 
were  not  completely  happy  with  all 
recommendations,  but  felt  they  could 
support  them  as  a  package.  Many 
consumers  endorsed  them  and  so  did 
the  membership  of  the  medical 
association  —  a  move  that  caught  the 
local  news  media  by  surprise.  Said 
one  Atlanta  newspaper:  "Doctors,  at 
least  in  Atlanta,  are  listening  to  the 
public,  and  their  previous  intractable 
conservatism  is  giving  way  to  a  more 
liberal  view. 

The  committee's  recommendations 
directed  to  business  were  written  in 
part  by  Peter  Ackerson,  who  repre- 
sents Sears,  Roebuck  &  Company's 


southern  territory  on  the  committee. 
Says  Ackerson:  "The  key  to  the 
whole  problem  is  an  increase  in  the 
consciousness  of  those  in  a  position  to 
influence  health  care  costs.  For 
example,"  Ackerson  explained, 
"hospitals  have  had  a  tendency  to 
send  summary  bills,  and  we  have  had 
a  tendency  to  pay  them.  Recently,  we 
have  been  examining  them  more 
closely  and  in  some  cases  asking  for 
more  detailed  charges — even  down  to 
copies  of  the  physician's  orders  for 
drugs.  In  one  case,  we  found  that  a 
hospital  billed  a  patient  $1,000  for 
drugs  that  were  never  administered." 

Sears,  which  self-insures  its  em- 
ployees in  its  southern  territory,  tries 
to  encourage  employees  not  to  seek 
hospitalization  unnecessarily.  Acker- 
son feels  this  is  being  accomplished 
through  a  new  information  program 
on  the  cost  of  employee  benefits. 
Sears  is  also  studying  the  possibility 
of  some  long-range  modifications  of 
its  coverage  to  encourage  employees 
to  seek  treatment,  when  appropriate, 
in  physicians'  offices  or  as  hospital 
out-patients  rather  than  inpatients. 
The  committee  found  that  many  com- 
panies have  policies  which,  in  some 
cases,  do  just  the  opposite.  For  in- 
stance, treatment  for  emergencies  is 
covered  if  performed  in  a  hospital 
emergency  room  —  a  high-cost  treat- 
ment facility  —  but  not  covered  or 
only  partially  covered  when  treatment 
is  rendered  in  a  physician's  office. 

Also,  some  minor  surgical  proce- 
dures are  covered  for  hospital  inpa- 
tients, but  are  not  covered  when  per- 
formed in  a  physician's  office. 
Another  area  Sears  is  studying  is  the 
advisibility  of  paying  for  second 
opinions  when  surgery  is  recom- 
mended. 

Before  becoming  a  committee 
member,  Ackerson,  like  a  great  many 
of  his  counterparts  in  other  com- 
panies, felt  many  physicians  wanted 
to  keep  information  about  their  pa- 
tients to  themselves.  But  a  few  com- 


mittee  meetings  changed  his  mind. 
"Physicians  on  the  committee  said 
they  were  deluged  with  long,  compli- 
cated company  forms  that  took  an  in- 
ordinately long  time  to  complete," 
said  Ackerson. 

"A  major  problem  in  returning 
company  forms  promptly  —  par- 
ticularly disability  forms  —  was  that 
each  company  had  a  different  form, 
and  nearly  all  called  for  final  results 
to  be  entered  before  the  form  was  re- 
turned to  the  company,"  said 
DuBois.  "It  was  not  at  all  unusual  for 
a  patient  to  be  back  at  work  before  the 
final  test  results  were  in  and  the  form 
returned  to  the  patient's  employer." 

To  help  solve  this  problem,  the 
committee  devised  a  simple,  check- 


off form  with  which  the  physician 
could  provide  instant  but  preliminary 
information.  The  information  includes 
how  long  the  employee  had  been  dis- 
abled, when  he  could  return  to  work 
and  if  the  type  of  work  he  could  per- 
form should  be  limited.  The  form  was 
approved  by  the  Medical  Association 
of  Atlanta,  and  many  companies  in 
the  area  have  adopted  it. 

Hospital  cooperation 

One  way  hospitals  have  cooperated 
to  pare  costs  is  by  joining  with  Geor- 
gia Shared  Services,  an  organization 
that  buys  supplies  for  more  than  100 
hospitals  and  other  institutions,  repre- 
senting about  18,000  beds  in  the  At- 
lanta area.  Another  way  of  keeping 
down  costs  is  by  better  educating 


physicians  to  the  costs  of  the  myriad 
tests  and  courses  of  treatment  they 
prescribe. 

Committee  Member  John  Henry, 
associate  administrator  of  Atlanta's 
Crawford  W.  Long  Hospital,  now 
provides  each  physician  practicing  at 
the  hospital  with  a  daily  up-date  of 
charges  for  each  patient  as  well  as  a 
summary  of  the  physician's  orders  for 
the  previous  24  hours.  Not  only  does 
that  make  the  physician  aware  of  the 
mounting  cost  of  each  patient's  bill, 
but  it  serves  as  a  reminder  of  his  pre- 
vious orders,  in  case  he  wishes  to 
modify  them. 

"We  want  the  physicians  to  be 
aware  of  each  individual  test  cost," 
says  Henry,  "because  we  feel  our 


policy  of  providing  a  daily  accounting 
of  each  patient's  costs  has  affected 
utilization  of  ancillary  services  sig- 
nificantly. Toward  this  end,  we  have 
also  introduced  a  second  phase  of  the 
medical  audit  to  determine  not  only  if 
the  care  was  carried  out  to  the  best  of 
the  physician's  ability,  but  how  much 
the  care  cost." 

Another  hospital  trying  to  keep 
physicians  in  touch  with  costs  is 
Georgia  Baptist,  which  sends  each 
physician  the  total  bill  of  one  of  his 
patients  each  month.  Another  method 
used  by  the  hospital  to  create  cost 
consciousness,  is  adding  price  tags  to 
displays  of  new  equipment  available 
for  purchase.  The  hospital  has  held  an 
equipment  fair  twice  a  year  for  some 
years  where  suppliers  can  display 
their  wares.  Recently,  the  hospital 
began  requiring  suppliers  to  attach 
prices  to  their  offerings  so  that  hos- 
pital personnel  using  them  would  be 
aware  of  their  costs. 

The  hospital  also  requires  that, 
during  medical  rounds,  part  of  the 
discussion  with  medical  students  and 
residents  includes  some  aspect  of 
cost,  such  as  the  costs  of  alternative 
drugs  or  the  cost  of  one  group  of  tests 
compared  with  another  group. 

Consumer  education 

Health  insurance  companies  are 
working  to  help  educate  consumers, 
while  at  the  same  time  continuing  to 
study  patterns  of  health  care  to  deter- 
mine which  benefits  may  encourage 
excessive  use  of  services  or  use  of 
more  intensive  services  than  are 
necessary. 

"In  general,  insurance  carriers 
have  not  emphasized  review  bills," 
according  to  William  Conlin,  man- 
ager of  administrative  services  for 
Prudential  Insurance  Company's 
Medicare  Division.  "Instead  carriers 
have  simply  adjusted  premiums  to  fit 
the  rising  costs.  There  have  been  few 
challenges  of  high  fees  or  high  util- 
ization—  probably  because  of  the 
sheer  volume  of  cases  —  although 
Blue  Cross  has  been  doing  more." 

Prudential  is  using  a  newsletter  to 
increase  physician  awareness  of  costs 
and  how  to  hold  them  down.  Working 
the  other  side  of  the  street,  the  com- 
pany publishes  a  similar  newsletter 


for  its  own  employees. 

The  Blue  Cross  and  Blue  Shield  of 
Georgia/Atlanta  have  cut  costs  by 
closer  examination  of  bills  and  by  a 
consumer  education  program.  The  as- 
sociations achieved  a  10  percent  de- 
crease in  use  of  health  care  benefits 
from  1977  to  1978.  The  Atlanta  plan 
is  one  of  three  assisting  companies 
and  civic  organizations  in  establishing 
physical  fitness  programs,  and  has 
begun  exercise  classes  and  lectures  on 
how  to  stop  smoking. 

"We  have  begun  working  with  the 
consumer  to  make  him  more  aware  of 
how  his  behavior  can  impact  his 
health,  but  we  have  to  do  more," 
says  Tom  Kinser,  vice  president  of 
Health  Care  Affairs  for  Blue  Cross/ 
Blue  Shield  in  Atlanta.  "One  of  the 
criticisms  we  get  —  and  it  is  valid  —  is 
that  people  often  don't  know  what 
their  benefits  are.  We're  working  on 
doing  a  more  effective  job  of  inform- 
ing them." 

Kinser,  who  has  studied  the  health 
care  problems  of  many  communities, 
feels  that  each  one  has  its  own  par- 
ticular set  of  problems  and  that  much 
headway  can  be  made  toward  con- 
trolling costs  through  committees  like 
the  one  in  Atlanta. 

"We  work  with  the  consumer  and 
business  on  one  side  and  with  provid- 
ers on  the  other,"  says  Kinser. 
"Consumers  blame  hospitals  for  in- 
creasing charges,  hospitals  blame  in- 
surers for  not  having  better  plans  of 
coverage,  and  physicians  blame  the 
consumers  for  not  using  the  health 
care  system  more  judiciously. 

"But,"  he  adds,  "sitting  around 
the  committee  table,  I  sense  a  will- 
ingness to  solve  the  problem  of  rising 
health  care  cost  which  was  not  present 
in  the  community  4  or  5  years  ago.  I 
think  we  have  something  here  that  is 
working  and  that  will  continue  to 
work . ' ' 

Assessing  the  future  of  the  com- 
mittee's activities.  Chairman  DuBois 
notes:  "In  our  efforts  to  eliminate 
waste  while  assuring  quality,  we've 
definitely  stopped  pointing  fingers  at 
one  another,  and  we're  getting  on 
with  the  business  of  looking  for  solu- 
tions. " 


Recommendations  from  Atlanta's  Cost 
Accountability  Committee 

For  Physicians 

•  Assume  a  greater  responsibil- 
ity in  the  efforts  to  restrain  de- 
mands placed  upon  the  health  care 
industry  by  patients. 

•  Whenever  possible,  use  the 
full  extent  of  diagnostic  services 
on  an  out-patient  basis.  Preopera- 
tive diagnostic  studies  and  second 
opinions  should  be  obtained  prior 
to  hospitalization  for  elective 
surgery. 

•  Admissions  should  be  sched- 
uled on  days  when  the  hospital  stay 
can  be  most  effectively  utilized. 
Whenever  possible,  avoid  rela- 
tively non-productive  weekend 
hospitalizations. 

•  Discharges,  should  be  planned 
well  in  advance  so  that  the  patient 
and  family  can  be  notified,  pre- 
venting unnecessary  protraction  of 
hospital  stays. 

•  Diagnostic  tests  and  proce- 
dures should  be  organized  and 
planned  to  avoid,  whe'never  possi- 
ble, emergency  and  stat  (rush)  pro- 
cedures, which  carry  exorbitant 
add-on  fees.  Attention  to  these  de- 
tails on  regular  workday  rounds 
could  result  in  a  significant  savings 
of  health  care  dollars. 

•  Whenever  possible,  order  in- 
travenous fluids,  particularly 
hyperalimentation  fluids,  in  ad- 
vance. Changing  orders  only  as  an 
emergency,  since  these  fluids  can- 
not be  altered,  but  must  be  dis- 
carded and  new  fluids  prepared. 

•  Evaluate  all  routine  orders  to 
delete  cost  consuming,  unneces- 
sary procedures;  cancel  routine  or- 
ders when  they  become  unneces- 
sary. 


•  Review  medications  daily  to 
be  sure  that  unnecessary  ones  are 
not  being  used. 

•  Communicate  with  your  pa- 
tients. Be  available  when  they  need 
you;  explain  your  diagnoses,  deci- 
sions, and  programs  of  therapy. 

•  Communicate  your  position 
regarding  the  process  of  death  and 
dying  to  your  patients  and  com- 
municate this  to  families,  when 
appropriate,  so  that  untold 
thousands  of  dollars  will  not  be 
spent  unnecessarily  in  a  process  of 
prolonging  life. 

•  Cooperate  fully  with  the  local 
Health  Systems  Agency  regarding 
acquisition  of  high  cost  items  for 
offices  or  clinics. 

For  Hospitals 

•  Implement  a  program  of 
superior  business  management, 
using  up-to-date  principles  of  in- 
dustrial and  personnel  engineering, 
time  and  cost  effectiveness,  and 
waste  avoidance. 

•  Establish  long-term  goals  which 
are  meaningful  and  realistic  recog- 
nizing that  they  are  subject  to  change 
in  the  future.  Invite  physician  and 
community  input,  but  apply  good 
business  sense  to  all  programs  and 
innovations.  Cooperate,  where  ap- 
propriate, with  the  local  health  plan- 
ning agency  in  mutual  sharing  of  fa- 


cilities and  other  programs.  Do  not 
fear  being  labelled  "second  class"  be- 
cause you  do  not  provide  certain 
services. 

•  Establish  an  on-going  program 
to  inform  the  physician  of  overall 
hospital  costs  and  the  costs  of  his 
patients' care.  The  physician's  aware- 
ness of  cost  can  be  increased  by  peri- 
odically providing  copies  of  his  pa- 
tients' bills  or  copies  of  the  costs  of 
his  orders. 

•  Encourage  your  staff  to  identify 
and  confront  physicians  with  unusual 
utilization  patterns.  Analyze  differ- 
ences in  the  costs  between  physicians. 
Itemize  which  complications  inflate 
the  costs  of  care. 

•  Urge  hospitals  to  cooperate  in 
regionalized  services,  such  as  pur- 
chasing and  lab  work. 

For  Business  and  Labor 

•  Voice  problems  and  concerns 
on  costs  and  other  issues  to  physi- 
cians and  hospitals  as  much  as  it  is 
feasible. 

•  Review  plans,  programs,  and 
policies  on  health  coverage,  dis- 
ability, sick  leave,  etc.,  to  insure 
they  do  not  encourage  unnecessary 
use  of  physicians  and  hospitals. 

•  Participate  in  the  rehabilitation 
of  employees  by  allowing  earlier 
return  to  work  and  limited  type  of 
duty,  rather  than  requiring  the  pa- 
tient to  return  to  full  capacity 
work. 

For  Insurers 

•  Encourage  plan  sponsors  to 
adopt  benefit  packages  which  dis- 
courage excessive  hospital  utiliza- 
tion. Plans  should  include  deducti- 
bles and  co-pay  provisions,  and 
coverage  for  laboratory,  x-ray. 


surgery,  and  other  services  which 
can  be  performed  effectively  and 
with  high  quality  on  an  out-patient 
basis. 

•  All  third-party  payers  should 
conduct  active  programs  of  sub- 
scriber education  in  cooperation 
with  business,  labor,  and  industry 
to  inform  them  of  their  benefits 
and  the  cost  of  unnecessary  and  in- 
appropriate use  of  ancillary  service 
in  understandable  language. 

•  Conduct  some  type  of  review 
of  the  utilization  of  services  by 
subscribers.  Concurrent  or  retro- 
spective review  of  hospital  and 
physician  care  are  encouraged. 

•  Become  more,  aggressive 
identifying  questionable  or  abusive 
utilization  patterns  or  questionable 
or  excessively  high  charges  on  the 
part  of  physicians  and  hospitals, 
and  work  jointly  with  foundations 
for  medical  care  through  educa- 
tional or  more  stringent  means  to 
solve  the  problem. 


Manhattan  PSRO: 
Reversing  Trends  in  Expansion 

and  Utilization 

by  Eleanore  Rotheriberg,  M.D. 


Medicare  Patient  Days 
New  York  County  Hospitals  (Excluding  Municipal) 
1972-1977 

Type  of 

Review       1972        1973        1974        1975        1976  1977 

Delegated     844,046     878,422     957,149     982,144  1,028,919  997,921 

Non- 
Delegated      157,359     163,488     161,697     166,021     168,199  160,252 

Not  Under 
PSRO 

Review         252,287     261,179     291,115     307,954     313,155  309,949 
SUB- 
TOTAL      1,253,692  1,303,089  1,409,961  1,456,119  1,510,273  1,468,122 
Closed 

Hospitals  116,085  113,022  116,677  107,752  98,053  32,014 
(Range)  +3.3%       +7.8%       +2.4%       +2.8%  -6.7% 

Source:  Health  Care  Financing  Administration 


Some  Manhattan  physicians  wel- 
come the  PSRO  concept  as  the 
first  —  and  many  feel  now  the 
last — real  chance  for  physicians  to 
put  their  own  house  in  order  by  im- 
proving the  quality  of  care  and  as- 
suring the  appropriate  use  of  scarce 
resources. 

Appropriate  use  of  resources,  how- 
ever, is  of  far  less  interest  to  most 
physicians  than  quality  assessment. 
Even  the  most  responsible  and  re- 
sponsive physicians  participating  in 
the  PSRO  covering  Manhattan  place 
less  importance  on  the  cost  of  medical 
care  than  they  do  on  the  concept  that 
care  provided  should  meet  pro- 
fessionally recognized  standards. 
They  are  generally  concerned  with 
under — not  over-utilization. 

Some  of  the  5,000  physicians — 43 
percent  of  those  practicing  in  the 
area — who  have  joined  the  PSRO  are 
enthusiastic  and  willing  to  serve  on 
committees  or  as  reviewers,  while 
others  try  to  ignore  the  PSRO,  hoping 
it  will  go  away.  The  vast  majority, 
however,  do  not  really  understand  the 
program  even  6  years  after  its  enact- 
ment, but  accept  it  as  yet  another 
bothersome  regulatory  program  im- 
pinging on  the  practice  of  medicine. 

Though  there  have  been  lim- 
itations* on  the  completeness  and  the 
statistical  reliability  of  some  baseline 
data  collected  regarding  the  achieve- 
ment of  the  PSRO,  it  is  clear  that  re- 
markable changes  have  occurred  in 
the  health  care  system  in  Manhattan 
in  recent  months.  While  it  is  difficult 
to  determine  the  extent  to  which  these 
changes  can  be  attributed  to  the  PSRO 
review  system,  it  is  apparent  that  the 
PSRO's  presence  marked  the  begin- 
ning of,  and  has  been  directly  corre- 
lated with,  a  reversal  of  trends  in 
hospital  expansion  and  utilization.  It 
should  be  noted  that  this  was  achieved 
in  the  face  of  particularly  difficult 
problems  which  are  associated  with 
large  urban  areas  (see  box). 

Since  the  designation  of  the  PSRO 
for  Manhattan  in  July  of  1975: 

•  Ten  of  40  hospitals  closed,  re- 
moving 1,519  or  nearly  10  percent  of 
the  acute  beds  from  an  area  that  his- 
torically had  an  excess  number  of 
beds.** 

•  Medicare  and  Medicaid  days  of 
care  declined  by  an  estimated  100,000 


days  in  hospitals  under  PSRO  review, 
reversing  a  long  trend  of  ever- 
increasing  utilization. 

•  Serious  problems  of  substandard 
care  were  uncovered  in  area  hospitals. 

In  the  first  year  of  the  PSRO's  op- 
eration, 9  of  the  first  12  hospitals  as- 
sessed by  the  PSRO  were  delegated 
authority  to  review  their  own  ac- 
tivities. During  the  second  year,  6  of 
16  hospitals  received  authority  to  re- 
view their  own  activities.  By  the  first 
half  of  the  third  year  of  operation,  the 
PSRO  revoked  1  hospital's  authority 
for  self  review  and  suspended 
another's  authority. 

Hospitals,  like  the  physicians  who 
practice  in  them,  have  varied  in  their 
ability  and  willingness  to  conduct  ef- 
fective reviews.  This  can  be  ex- 
plained in  part  by  the  delay  (until  re- 
cently) in  reimbursing  hospitals  for 
the  cost  of  conducting  mandated 
PSRO  review  activities.  More  im- 
portant to  the  hospitals,  however,  is 
the  loss  of  income  because  of  reduc- 
tions in  utilization  and  in  patient  days 
that  result  from  the  reviews. 

Decrease  in  beds 

In  1975,  when  the  PSRO  received  a 
conditional  designation,  there  were  an 
estimated  17,697  certified  beds  in  40 
acute  care  hospitals.  Many  of  these 
hospitals  were  small  —  under  100 
beds — and  operating  at  a  low  occu- 
pancy rate  —  under  70  percent.  Most 


were  used  by  physicians  as  backups 
when  patients  could  not  be  accommo- 
dated in  one  of  the  large  teaching 
hospitals  that  the  physicians  favored. 

It  is  believed,  though  not  easy  to 
document,  that  these  small  hospitals 
were  directly  or  indirectly  affected  by 
reviews  of  the  major  hospitals.  By  re- 
ducing lengths  of  stay,  the  larger  hos- 
pitals were  able  to  increase  their 
number  of  admissions,  drawing,  in 
some  instances,  from  6-  to  8-week 
waiting  lists  for  elective  surgery  at 
smaller  hospitals.  This  helped  the 


*For  example,  one  limitation  is  that  Medi- 
care data  were  not  available  for  all  hospitals 
for  the  years  1972  through  1977.  Medicaid 
data  were  available  for  those  years  but  not  on 
a  consistent  basis.  Those  data  which  did  exist 
for  the  Medicaid  program  left  much  room  for 
doubt  about  their  accuracy.  Other  factors  be- 
sides PSRO  activity  may  also  have  accounted 
for  changes  in  utilization  during  the  early 
phases  of  PSRO  implementation. 

**In  addition,  one  220-bed  hospital  closed 
following  the  PSRO's  report  to  the  Secretary- 
recommending  sanctions. 

Dr.  Eleanor e  Rothenberg  is  execu- 
tive director  of  the  New  York  County 
Health  Services  Review  Organiza- 
tion, the  PSRO  covering  Manhattan. 
This  article  was  adapted  from  a  paper 
entitled  "PSRO:  Experiment  in  Pub- 
lic Policy:  Can  it  work?"  which  was 
presented  at  a  meeting  of  the  Her- 
mann Biggs  Society  in  New  York 
City. 


Rate  Changes  in  Medicare  Patient  Days  in 
Hospitals  Not  Yet  Under  Binding  Review 

(As  of  December  31,  1977) 
1972-1977 


20 


! 


5 


0 


1972     1973     1974      1975     1976  1977 

Annual  +3  50/0  +1  1  0%  +5.7%  +16%  -10% 
increase 


Rate  Changes  in  Medicare  Patient 
Days  in  Delegated  Hospitals 
Under  Binding  Review 

(As  of  December  31 ,  1977) 
1972-1977 


20 


15 


10 


1972     1973      1974      1975     1976  1977 

Annual  +4  0%  +8  9%  +2  6%  +4  7%  -3  0% 
increase 


Rate  Changes  in  Medicare  Patient  Days 
in  Non-Delegated  Hospitals 
Under  Binding  Review 

(As  of  December  31.  1977) 
1972-1977 


II 


5 


0 


1972      1973      1974      1975      1976  1977 

Annual  +3,8%  -10%  +2  6%  +13%  -4.7% 
increase 


Source  Health  Care  Financing  Administration 


larger  hospitals  maintain  high  occu- 
pancy rates — over  80  percent.  As  a 
consequence,  the  smaller,  less  pre- 
stigious institutions  could  not  survive, 
and  many  went  into  bankruptcy.  In 
addition,  some  obsolete  municipal 
hospitals  were  closed  because  of 
similar  reductions  in  utilization. 

In  1976,  7  major  hospitals  came 
under  the  PSRO's  binding  review 
system  and  4  other  hospitals  were 
closed,  representing  a  loss  of  457 
acute  care  beds.  Of  these,  one  was  a 
31 -bed  proprietary  hospital,  2  were 
municipal  hospitals  of  231  and  145 
beds  respectively,  and  1  was  a  50-bed 
hospital  essentially  providing  abortion 
services. 

In  March  1976,  the  PSRO  began 
direct  review  of  the  50-bed  hospital  in 
preparation  for  bringing  it  under 
binding  review  for  payment  purposes 
by  the  end  of  the  month.  During  the 
review  a  problem  of  double  billing 
was  discovered,  and  the  hospital's 
Medicare  eligibility  was  withdrawn. 
The  hospital  was  closed  that  month. 

By  the  end  of  1977,  22  hospitals 
were  under  binding  review.  They  ac- 
counted for  about  68  percent  of  the 
federal  discharges  from  Manhattan 
hospitals.  In  that  year  4  more  Man- 
hattan hospitals  closed,  representing 
857  acute-care  hospital  beds.  One  was 
a  562-bed  voluntary  hospital  and  3 
were  proprietary  hospitals  of  106, 
1  17,  and  72  beds  respectively. 

During  the  first  6  months  of  1978, 
1  hospital  converted  more  than  200  of 
its  394  acute-care  beds  to  a  mental 
retardation  facility,  two  small  hospi- 
tals (60  and  145  beds)  closed,  and  1 
221 -bed  hospital  was  investigated  for 
fraud,  fiscal  mismanagement,  and 
other  irregularities.  The  PSRO  later 
found  this  facility  to  be  violating 
standards  of  care  prescribed  by  the 
Social  Security  Act. 

Reducing  Medicare  patient  days 

From  1972  through  1976,  the  an- 
nual increase  in  days  of  hospitaliza- 
tion by  Medicare  patients  ranged  from 
2.8  percent  to  7.8  percent  for  all  hos- 
pitals in  the  Manhattan  area,  ex- 
cluding the  municipal  hospitals. 

In  1977,  on  the  other  hand,  the  decline 
of  Medicare  patient  days  in  these  non- 
municipal  hospitals  was  about  6.7  per- 


cent, or  108,190  fewer  days  of  care  than 
in  1976. 

The  PSRO  analyzed  changes  in 
utilization  in  hospitals  where  review 
was  delegated,  where  the  PSRO  con- 
ducted direct  reviews,  and  in  munici- 
pal hospitals,  as  well  as  in  those  not 
yet  under  binding  review.  The  14  del- 
egated hospitals  under  binding  review 
before  the  end  of  1977  had  increased 
Medicare  patient  days  2.6  and  8.9 
percent  between  1972  and  1976.  For 
1977,  the  year  when  these  hospitals 
came  under  binding  review,  there  was 
a  decline  of  3.0  percent  in  Medicare 
patient  days,  or  30,998  fewer  days  of 
care  than  in  1976. 

For  the  hospitals  under  direct 
PSRO  review  (for  concurrent  review 
functions)  the  pattern  was  generally 
the  same,  with  an  increase  of  3.8  per- 
cent between  1972  and  1973,  a  slight 
decline  of  1  percent  between  1973 
and  1974,  and  an  increase  of  2.6  per- 
cent and  1.3  percent  for  the  1974- 

1975  and  1975-1976  periods,  respec- 
tively. Again,  during  the  first  year  of 
full  PSRO  implementation  in  these 
hospitals,  there  was  a  dramatic 
decline  —  4.7  percent  or  7,967 
days — in  Medicare  hospitalization. 

Although  baseline  data  for  1972 
through  1975  were  not  available  for 
the  municipal  hospital  system,  a  com- 
parison of  patient  day  information  for 

1976  and  1977  showed  that  there  was 
a  similar  decline  in  Medicare  patient 
days  in  the  municipal  hospital  which 
came  under  PSRO  review  before  the 
end  of  1976. 

The  1976-1977  Medicare  utiliza- 
tion pattern  in  the  other  4  municipal 
hospitals  was  mixed.  For  example,  1 
hospital  experienced  an  increase  in 
Medicare  patient  days,  1  showed  a 
decline,  and  2  others  closed. 

It  should  be  noted,  however,  that 
the  municipal  hospital  under  binding 
review  is  under  direct  PSRO  review, 
and  that  the  rate  of  referral  and  denial 
for  unnecessary  admissions  and  stays 
in  the  hospital  approached  10  percent 
during  1977.  These  denials  are  be- 
lieved to  have  accounted  for  much  of 
the  decline  in  Medicare  patient  days 
in  that  hospital. 

Analysis  of  the  number  of  Medicare 
patient  days  in  5  hospitals  not  under 
PSRO  binding  review  in  1977  showed 


a  steady  climb  between  1972  and 
1976,  although  the  rate  of  increase 
slowed  in  1976.  In  1977,  there  was  a 
slight  decline — 1  percent — in  patient 
days  of  care. 

All  5  of  these  hospitals  actively 
sought  delegated  status  during  1977, 
but  two  of  them  —  both  major  aca- 
demic medical  centers — were  denied 
delegated  status  because  they  could 
not  demonstrate  the  effectiveness  of 
their  review  systems. 

In  both  instances,  the  hospitals 
reorganized  their  review  programs. 
One  of  three  hospitals  was  granted 
full  delegated  status  early  in  1978, 
while  the  other  was  reassessed  and 
achieved  fully  delegated  status  during 
the  summer  of  1978. 

Impact  of  review  on  quality 

Just  as  important  as  reducing  waste 
in  the  health  care  system  is  the 
PSRO's  charge  to  assure  that  the 
quality  of  care  in  hospitals  meets 
medically  recognized  standards.  The 
following  are  examples. 


When  the  PSRO 
achieved  an  imple- 
mentation level  of 
more  than  50  percent 
in  1977,  there  was  a 
marked  decline  in 
Medicare  patient  days 
for  the  first  time  since 
enactment  of  the 
PSRO  legislation 
6  years  earlier. 


First,  a  medium  size  voluntary  hos- 
pital was  granted  delegated  status  to 
perform  reviews.  The  hospital's 
services  included  surgery,  medicine, 
pediatrics,  and  an  alcohol  detoxifica- 
tion treatment  unit.  The  hospital's 
delegation  was  withdrawn  a  year  after 
it  was  granted,  because  monitoring  by 
the  PSRO  revealed  substandard  care 
was  being  provided. 

Upon  assumption  of  direct  review, 
the  PSRO  staff  found  problems  in- 
cluding: 


•  An  unusually  high  percentage  of 
physician  advisor  referrals — 60  per- 
cent—  of  which  more  than  half  re- 
sulted in  determinations  of  medically 
unnecessary  and  inappropriate  admis- 
sions and  length  of  stays. 

•  Serious  delays  in  obtaining  con- 
sultations, reporting  laboratory  tests 
and  x-ray  findings,  performing  diag- 
nostic studies,  scheduling  operative 
procedures,  and  identifying  social 
service  and  discharge  planning  prob- 
lems. 

•  Vague  or  non-existent  treatment 
plans  and  progress  notes. 

Detailed  documentation  of  these 
problems,  as  well  as  other  serious 
deficiencies  in  the  quality  of  care 
provided  in  the  hospital,  were  com- 
piled by  the  PSRO  staff  between  Jan- 
uary and  August  of  1978.  A  sanction 
report  was  submitted  to  the  Secretary 
of  HEW  through  the  Statewide  Pro- 
fessional Standards  Review  Council 
before  the  end  of  1978.  By  February 
1979  the  hospital  closed. 

Second,  a  medical  evaluation  audit 
of  a  teaching  hospital  found  a  differ- 
ent outcome  for  clinic  patients  than 
for  private  patients  who  were  ad- 
mitted with  the  diagnosis  of  myocar- 
dial infarction.  The  study  revealed 
that  there  was  a  delay  in  admitting 
some  clinic  patients  to  the  coronary 
care  unit,  and  some  were  not  admitted 
to  the  unit  at  all  but,  placed  on  the 
medicine  clinic  service.  The  mortality 
rate  was  significantly  higher  for  clinic 
patients  than  for  private  patients. 

Third,  it  was  discovered  that  in  one 
hospital  a  high  percentage  of  alcohol 
detoxification  patients  did  not  need  an 
acute  level  of  care.  Other  patients 
were  found  to  be  leaving  the  hospital 
on  pass  days  and  returning  in- 
toxicated. Still  others  were  not 
drug-free  upon  discharge. 

Fourth,  routine  blood  and  urine 
analyses  were  ordered  in  a  major 
teaching  hospital  but  were  not  fol- 
lowed up  when  there  were  abnormal 
results.  As  a  result,  patients  remained 
untreated  for  these  conditions  during 
their  hospital  stays. 

Many  physicians  are  beginning  to 
appreciate  the  opportunity  PSROs 
offer  for  monitoring  the  practice  of 
medicine  at  the  local  level.  Moreover, 


Special  Characteristics 
of  Manhattan 

The  mix  of  medical  needs  in 
Manhattan  may  be  atypical  in  the 
nation.  The  following  are  charac- 
teristics of  the  area: 

•  Manhattan  has  an  estimated 
10.0  beds  per  1,000  population,  a 
large  proportion  of  which  are 
found  in  teaching  hospitals. 

•  There  are  5  academic  medical 
centers  serving  as  a  national  re- 
source for  the  education  of  future 
physicians  and  other  health  care 
professionals. 

•  There  are  about  10,000  to 
12,000  practicing  physicians  in 
Manhattan  representing  nearly  25 
percent  of  those  in  the  State  of 
New  York. 

•  Manhattan  has  a  high  inci- 
dence of  alcoholism,  drug  abuse, 
and  other  related  social  problems 
for  which  there  is  a  shortage  of 
adequate  services  and  facilities. 

•  There  are  proportionately 
larger  numbers  of  the  poor  and  the 
aged,  compared  with  the  national 
and  regional  levels.  These  groups 
use  more  health  care  services  than 
the  rest  of  the  population. 

•  About  50  percent  of  the  pa- 
tients served  by  the  hospitals  and 
physicians  of  Manhattan  are  resi- 
dents of  other  areas  of  the  city, 
state,  and  nation. 

•  In-migration  has  increased 
since  1961,  suggesting  that  pa- 
tients may  be  seeking  more 
sophisticated  diagnostic  and/or 
therapeutic  services  than  are  avail- 
able elsewhere. 


they  are  beginning  to  understand  — 
apparently  for  the  first  time  —  that  if 
they  do  not  do  it  someone  else  will. 
Call  it  enlightened  self-interest, 
perhaps,  but  this  message  is  becoming 
clear. 

Can  PSROs  solve  the  two  prob- 
lems—  cost  containment  and  quality 
assurance  —  Congress  wants  them  to 
address?  Some  believe  these  are 
mutually  exclusive  objectives,  but 
this  writer  is  not  convinced.  I  believe 
that  PSROs  can  and  will  work  in  the 
public  interest. 


Cost-effective  Insurance: 
The  Independent  Plans 

by  Marjorie  Smith  Carroll 


While  the  independent  health  insur- 
ance plans  cover  only  about  1 1  mil- 
lion persons  for  physician  services 
and  about  9  million  for  hospitaliza- 
tion, they  are  considered  extremely 
important  because  of  their  cost-saving 
objectives. 

The  plans  emphasize  health 
maintenance  in  an  effort  to  reduce  the 
high  cost  of  hospitalization.  To  ac- 
complish this,  the  plans  offer  their 
members  a  comprehensive  array  of 
medical  and  health  care  services  out- 
side hospitals.  Many  of  these  plans 
have  been  in  operation  for  years, 
some  being  the  forerunners  of  health 
maintenance  organizations.  The 
plans'  premium  income  —  $2.65 
billion  —  represented  about  7  percent 
of  the  total  health  insurance  market. 

Independent  health  plans  provide 
health  care  to  their  members  either 
directly  through  their  own  staffs  of 
physicians  or  other  salaried  profes- 
sionals, or  through  contracts  with 
professional  groups.  These  plans  can 
be  self-insured  or  prepaid.  Some 
plans  have  arrangements  whereby  pa- 
tients may  choose  their  own  physi- 
cians or  other  health  professionals  in 
private  practice;  these  practitioners 
are  reimbursed  for  their  services, 
either  on  a  per  capita  basis  or  for  each 
service  rendered.  In  another  type  of 
arrangement,  physicians  or  other 
professionals  may  operate  a  clinic  in 
partnership  and  provide  prepaid  serv- 
ices to  several  employed  groups. 

Some  independent  plans  have  ar- 
rangements with  other  private  insurers 
to  perform  marketing  and/or  adminis- 
trative functions;  others  reinsure 
against  catastrophic  loss.  Generally, 
however,  prepaid  plans  assume  the 
full  financial  risk  for  providing  health 
care  for  their  members,  with  no  lim- 
itation on  services.  This  is  in  return 
for  a  fixed  monthly  payment  which 
the  member  pays  as  opposed  to  pay- 
ing a  fee  for  each  service  performed. 

Self-insured  plans  generally  pay  for 
health  services  from  a  fund  main- 
tained for  the  most  part  by  contribu- 
tions from  employers.  Most  of  these 
plans  are  operated  by  jointly  managed 
union-employer  welfare  funds;  others 
are  operated  by  employer  or  employee 
organizations.  In  some  plans  benefits 
are  paid  as  needed  from  the  general 


assets  of  the  employer  or  of  the  union 
operating  the  plan. 

Except  for  a  sharp  gain  in  dental 
enrollment  and  substantial  rises  in 
coverage  for  visiting  nurse  services 
and  nursing  home  care,  independent 
prepaid  and  self-insured  plans  showed 
little  growth  in  enrollment  in 
1976 — 1.5  percent  for  physician 
services  and  less  than  1  percent  for 
hospitalization.  These  plans  felt  the 
same  market  pressures  as  other  health 
insurers  as  duplicate  insurance  cover- 
age dropped  and  the  number  of  de- 
pendents declined  per  contract.  A  few 
self-insured  plans  that  offered  pack- 
ages of  benefits  turned  to  insurance 
companies  to  underwrite  their  risk; 
others  preferred  to  pay  premiums  to 
Blue  Cross  for  hospital  coverage;  still 
others  opted  for  coverage  from  Blue 
Cross  and  Blue  Shield. 

Characteristics  of  plans 

The  4  major  categories  of  inde- 
pendent plans  are  community  plans, 
employer-employee-union  plans,  pri- 
vate group  clinics,  and  dental  service 
corporations.  The  plans  are  controlled 
by  various  types  of  organizations  — 
consumers  or  consumer  groups, 
physicians,  dentists,  other  health 
professionals,  a  hospital,  university, 
medical  society,  medical  care  foun- 
dation, dental  society,  labor  union, 
employer,  or  a  jointly  administered 
labor-management  fund. 

Independent  plans  operate  as  either 
prepaid  group  practices  or  prepaid  in- 
dividual practices.  In  plans  organized 
as  group  practices,  members  receive 
prepaid  care  from  physicians  and 
other  health  professionals — either  the 
plans'  staff  physicians  and/or  other 
health  professionals  or  medical 
groups  under  contract  with  the  plans. 
In  individual  practice  plans,  subscrib- 
ers are  free  to  choose  their  own 
physicians  who  then  bill  the  plans, 
usually  according  to  fee  schedules. 

Community  plans  serve  the  general 
population  of  their  area.  The  vast 
majority  of  their  subscribers  are 
members  of  employed  groups;  less 
than  a  tenth  are  individual  subscrib- 
ers. The  largest  community  plans  are 
the  Kaiser  Foundation  plans  and  the 
Health  Insurance  Plan  of  Greater  New 
York  (HIP)  —  both  group  practice 
plans — and  Group  Health  Insurance, 


Inc.  (GHI)  of  New  York  City,  an  in- 
dividual practice  plan. 

In  1976  the  Kaiser  plans  served 
more  than  2.6  million  persons  in 
California  and  another  500,000  in 
Oregon,  Ohio,  Hawaii,  and  Colorado. 
HIP  served  a  population  of  almost 
750,000  through  28  independent 
medical  group  partnerships.  GHI  had 
an  enrollment  of  1.6  million  persons. 

Most  self-insured  employer-em- 
ployee-union plans  use  either  group 
or  individual  practice  arrangements. 
The  largest  individual  practice  plans 
are  in  the  rubber  and  mining  indus- 
tries, and  in  the  U.S.  Postal  Service. 
Almost  2.5  million  persons  are  served 
by  these  plans.  Hundreds  of  smaller 
plans  organized  as  group  and  indi- 
vidual practices  characterize  this  type 
of  plan. 

Clinics  operated  by  groups  of 
physicians  provide  service  to  their 
enrollees  on  a  prepayment  basis.  The 
Ross-Loos  Medical  Group  in  Los 
Angeles,  the  largest  of  the  small 
number  of  such  plans,  served  groups 
of  employees  and  individuals  num- 
bering about  150,000  in  1976.  Private 
group  dental  clinic  plans  are  similar 
to  private  medical  group  prepayment 
plans,  but  are  operated  by  dentists. 

Dental  service  corporations  are 
sponsored  by  state  dental  societies. 
They  offer  prepaid  dental  care  to 
groups,  usually  employee  groups,  and 
subscribers  may  choose  their  own 
dentists. 

Enrollment 

The  number  of  persons  enrolled  in 
independent  health  plans  varies  signifi- 
cantly according  to  the  types  of  ser- 
vices offered.  For  example,  in  1976 
about  16  million  persons  were  enrolled 
for  dental  care,  1 1  million  for  physician 
services,  9  million  for  hospital  care, 
and  6  million  for  nursing  home  care. 
The  16  million  persons  enrolled  for 
dental  care  represent  34  percent  of  all 
persons  in  the  United  States  insured 
for  dental  care,  but  only  6  to  7  percent 
of  those  insured  against  the  cost  of 
physician  services  and  a  4  percent  of 
those  with  hospitalization  insurance. 
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Group  and  individual  practice 

With  few  exceptions,  group  plans 
have  been  gaining  enrollment  and  in- 
dividual plans  have  been  losing.  En- 
rollment for  most  types  of  care  was 
divided  about  equally  between  group 
practice  and  individual  practice  plans. 
The  major  difference  was  in  dental  cov- 
erage— millions  were  enrolled  in  the 
dental  service  corporation  plans  and  the 
big  GHI  plan  in  New  York  City,  all  in- 
dividual practice  plans. 

Sizeable  differences  also  occurred 
in  coverage  for  vision  care  and  pre- 
scribed drugs.  However,  if  enrollees 
of  the  Kaiser  plans  and  other  plans 
that  provided  drugs  at  reduced  rates 
were  added  to  the  prepaid  enrollment, 
group  plans  would  have  at  least  50 
percent  of  this  type  of  enrollment. 


Percentage  change  in 
enrollment  income 

1975  1976 

Community  plans           12.3  5.6 
Employer-employee- 
union  plans                30.1  10.1 
Group  practice  plans      16.3  23.6 


Sponsorship 

The  type  of  coverage  offered  varies 
according  to  the  type  of  plan.  Com- 
munity plans  sponsored  by  individual 
consumers  or  consumer  groups  tend 
to  emphasize  comprehensive  physi- 
cian services  and  frequently  do  not 
provide  for  hospitalization.  Two  large 
plans  in  this  category  —  HIP  and  GHI 
in  New  York  City — do  not  provide 
hospital  coverage.  As  a  result,  only 
two-thirds  of  the  enrollees  in  commu- 
nity plans  receive  hospitalization 
benefits. 

Self-insured  plans,  on  the  other 
hand,  are  more  apt  to  provide  dental 
coverage  (46  percent  of  enrollees)  and 
coverage  for  prescribed  drugs  (91 
percent  of  enrollees).  This  is  due 
mainly  to  collective  bargaining  for 
fringe  benefits.  In  community- 
sponsored  plans,  only  30  percent  of 
the  enrollees  had  dental  coverage,  and 
only  34  percent  had  prepaid  coverage 
for  drugs.  Of  the  1  1  million  covered 
for  office,  clinic  or  health-center  vis- 


its, 56  percent  were  enrolled  in  com- 
munity plans;  43  percent  in  self- 
insured  employer-employee-union 
plans. 

Growth  in  group  practice  plans 

Growth  in  group  practice  plans  between 
1972  and  1976  has  occurred  mainly  in 
community  plans.  Enrollment  for  all 
types  of  care  has  been  increasing  steadily 
over  this  period.  In  1976  enrollment  rose 
6  percent  over  the  previous  year  for  hos- 
pital care  and  5  percent  for  physician 
services.  The  number  of  persons  covered 
for  drugs  increased  10  percent  and  den- 
tal enrollment,  although  very  small,  in- 
creased 7-fold. 

Although  growth  rates  declined 
generally  from  1975  to  1976,  private 
medical  clinics  experienced  a  7- 
percent  increase  in  hospital  enroll- 
ments and  a  10-percent  increase  in 
physician  services  in  1976.  Less  than 
a  quarter  of  enrollees  in  these  plans 
were  covered  for  prescribed  drugs, 
but  the  percentage  has  been  increas- 
ing each  year. 

Enrollment  gains  in  employer-em- 
ployee-union group  plans  occurred 
only  in  hospital  care  (37  percent  in 
1976)  and  dental  care  (16  percent  in 
1976).  The  steady  decline  in  most 
other  services  may  be  explained  in 
part  by  the  dissolution  of  a  number  of 
such  plans. 

Independent  health  plans  had  a  total 
estimated  income  of  $2.7  billion  from 
nongovernment  sources  in  1976.  About 
98  percent  of  this  income  came  from 
prepayments  by  subscribers  and  their 
employers  and  from  any  fees  or  charges 
for  health  services.  The  remaining  2  per- 
cent came  from  investments  and  other 
sources. 

Benefit  expenditures 

The  $2.4  billion  benefits  paid  by 
independent  plans  accounted  for 
about  7  percent  of  the  total  benefits 
paid  by  all  private  health  insurance 
organizations  in  1976.  Independent 
plans  returned  93.5  cents  in  health 
care  benefits  for  every  dollar  paid  into 
the  plans.  About  36  cents  of  every 
dollar  went  for  hospital  care,  but  this 
was  strikingly  lower  than  the  58  cents 
spent  by  insurance  companies  and  the 
67  cents  spent  by  Blue  Cross-Blue 
Shield  plans. 


The  independent  plans  spent  42 
cents  of  each  dollar  for  physician 
services,  while  insurance  companies 
spent  31  cents,  and  Blue  Cross-Blue 
Shield  plans  spent  26  cents. 

When  dental  plans  were  not  consid- 
ered, group  plans  paid  58  percent  of 
their  benefits  for  physician  services, 
while  individual  plans  paid  38  per- 
cent. Community  plans  were  physi- 
cian oriented  in  both  types  of  or- 
ganized practice.  As  a  result,  physi- 
cians received  61  percent  of  group 
plan  expenditures  and  56  percent  of 
individual  plan  expenditures.  Con- 
versely, community  plans  made 
smaller  expenditures  for  hospital 
care  —  34  percent  for  group  plans  and 
21  percent  for  individual  plans,  com- 
pared with  37  percent  for  self-insured 
group  plans  and  51  percent  for  self- 
insured  individual  plans. 

Again,  excluding  expenditures  by 
private  group  dental  clinics  and  dental 
service  corporations,  the  expenditures 
by  individual  plans  as  a  whole — for 
dental  care,  prescribed  drugs  and 
other  benefits  —  was  twice  that  of 
group  plans.  Self-insured  plans  or- 
ganized as  group  practices  spent  19 
percent  of  their  total  benefit  dollars 
for  these  types  of  care. 

Community  plans  are  primarily 
group  practice  plans  and  self-insured 
plans  are  primarily  individual  practice 
plans.  About  86  percent  of  the  total 
expenditures  of  community  plans 
were  made  by  group  practice  plans. 


Benefit  expenditures  as  a  portion 
of  each  dollar  paid,  1976 

Independ-  Blue  Cross 

ent  Plans  Blue  Shield 

Hospital 

services        .36  .67 
Physician 

services        .42  .26 


Operating  results 

The  overall  operating  expenses  of 
independent  plans  amounted  to  6.3 
percent  of  premium  income.  When 
operating  expenses  were  added  to 
benefit  expenditures  a  slight  under- 
writing resulted.  This,  together  with 


investment  earnings,  brought  the  net 
income  of  independent  plans  up  to  2 
percent  of  total  income. 

Self-insured  individual  practice 
plans  paid  the  highest  percentage  of 
income  for  benefits — nearly  96  per- 
cent. Despite  low  operating  expenses 
(5.7  percent),  the  plans'  total  ex- 
penses exceeded  their  income  by  $15 
million.  This  was  due  mainly  to  a 
5-percentage-point  lag  in  premium  in- 
come. As  a  result,  the  plans  suffered 
a  1.6  percent  underwriting  loss  which 
was  reduced  to  less  than  1  percent 
after  computing  investment  income. 


Community  plans 
sponsored  by  individ- 
ual consumers  or  con- 
sumer groups  tend 
to  emphasize  com- 
prehensive physician 
services  and  frequently 
do  not  provide  for 
hospitalization. 


Community  group  practice  plans 
also  paid  a  high  percentage  of  their 
income  for  benefits  —  93.3  percent. 
Because  of  their  low  operating 
costs  —  5.3  percent  —  and  a  slightly 
faster  increase  in  premium  income 
than  in  expenses,  the  plans  were  able 
to  show  an  underwriting  gain  of  1 .4 
percent. 

Taken  as  a  whole,  group  plans  had 
a  slightly  more  favorable  financial 
experience  than  individual  plans, 
mainly  because  of  the  underwriting 
loss  of  self-insured  individual  plans. 

Changes  from  1975  to  1976 

Independent  plans,  like  traditional 
health  insurance  plans,  operate  in  a 
cycle  with  respect  to  premium  in- 
creases. When  benefit  expenditures 
begin  to  exceed  income  from  sub- 
scribers, the  plans  apply  for  a  pre- 
mium increase  for  a  given  period  of 
time.  For  the  first  part  of  that  period, 
income  will  exceed  expenses,  but  as 
benefits  increase,  due  to  higher  prices 
and  higher  utilizations,  expenses  will 
at  some  point  exceed  income.  De- 


pending on  the  time  elapsing  before 
premium  increases  are  realized,  the 
plans  may  show  an  underwriting  loss. 
This  loss  must  be  met  from  invest- 
ment income  and/or  reserves. 

Enrollment  income  for  all  inde- 
pendent plans  rose  9.2  percent  in 
1976,  about  half  the  increase  in  1975. 
This  was  due  in  part  to  lower  reported 
income  by  some  individual  plans, 
particularly  dental  service  corpora- 
tions. In  individual  plans  that  reported 
higher  income  than  in  1975  the  rate  of 
increase  was  lower  than  in  the  pre- 
vious year. 

For  example,  individual  community 
plans  showed  only  a  5.6-percent  in- 
crease in  income  in  1976,  compared 
with  a  12.3-percent  increase  in  1975. 
Moreover,  income  for  employer-em- 
ployee-union individual  plans  rose 
only  10.6  percent  in  1976,  compared 
with  a  30.1  percent  increase  in  1975. 
Group  practice  plans,  on  the  other 
hand,  showed  a  23.6  percent  increase 
in  premium  income  in  1976,  com- 
pared with  a  16.3-percent  increase  in 
1975.  Self-insured  plans  showed  the 
greatest  gains — 37.5  percent  over  the 
previous  year.  The  different  rates  re- 
flect enrollment  growth  and  loss  pat- 
terns as  well  as  the  cyclical  nature  of 
premium  income. 

The  overall  increase  in  benefit  ex- 
penditures by  independent  plans  was 
13.5  percent.  As  expected,  increases 
were  particularly  high  for  hospital  ex- 
pense (22.6  percent)  and  for  physi- 
cian service  (19.2  percent),  reflecting 
higher  prices,  improved  benefits, 
higher  utlization,  and  changes  in  en- 
rollments in  the  various  plans.  As  a 
result,  premium  income  for  all  plans 
lagged  more  than  4  percentage  points 
behind  benefit  expenses.  A  similar 
lag  occurred  in  1974,  but  was  over- 
come in  1975  when  income  ran  about 
2  percentage  points  ahead  of  ex- 
penses. 

Among  individual  plans,  only  the 
self-insured  plans  showed  an  overall 
increase  in  benefits  —  25.3  percent. 
Both  community-sponsored  and 
self-insured  individual  plans  had  size- 
able increases  in  hospital 
expenses  —  32.7  percent  and  21.9 
percent  respectively.  Expenditures  for 
physician  services  rose  31.2  percent 
in  self-insured  individual  plans  but 


declined  10.8  percent  in  community 
individual  plans,  primarily  because  of 
losses  in  enrollment  in  both  the  GHI 
plan  in  New  York  City  and  the 
Greater  Oregon  Health  Service  Plan. 
The  overall  benefit  payments  increase 
for  all  individual  plans,  excluding 
dental  sponsors,  was  21  percent. 


The  $2.4  billion  bene- 
fits paid  by  independ- 
ent plans  accounted 
for  about  7  percent  of 
the  total  benefits  paid 
by  all  private  health 
insurance  organiza- 
tions in  1976. 


Second  Surgical  Opinions: 
What  Have  #i  We  Learned? 
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Medicine  is  so  often  regarded  by  the 
public  as  an  exact  science  that  such  in- 
exact matters  of  opinion  and  judgement 
about  a  particular  course  of  treatment 
sometimes  go  unnoticed.  But  it  is  not  at 
all  uncommon  for  physicians  to  differ 
and  they  will  frequently  confer  together 
about  a  patient's  condition  and  treat- 
ment. The  doctor  may  or  may  not  pre- 
sent differences  of  opinion  to  the  patient, 
yet  when  recommending  elective  surgery 
the  physician  may  suggest  that  the  pa- 
tient seek  a  second  opinion. 

Why,  some  ask,  should  a  person  go 
to  the  trouble  of  seeing  another  doctor,  and 
possibly  having  more  diagnostic  tests, 
when  he  or  she  trusts  the  first  doctor's 
recommendation?  For  the  same  reason 
a  person  checks  a  consumer  magazine 
before  buying  expensive  stereo  equip- 
ment, or  seeks  several  professional  opin- 
ions before  undertaking  a  large  remodel- 
ing project.  The  more  information 
people  have,  the  better  their  decisions 
are.  Strangely,  Americans  are  apt  to  be 
better  informed  about  their  material  ac- 
quisitions than  they  are  regarding  per- 
sonal health  matters.  Making  a  good 
decision  about  non-emergency  surgery — 
trying  to  decide  if  an  operation  is  neces- 
sary or  if  it  might  be  avoided  in  favor  of 
an  alternative  medical  treatment — de- 
pends on  having  information  and  opin- 
ions from  at  least  two  qualified  physi- 
cians. How  do  we  know  what  is  necessary 
and  what  is  unnecessary  surgery?  How 
much  unnecessary  surgery  is  being  done? 

The  unnecessary  surgery  debate 

While  few  agree  about  how  much  un- 
necessary surgery  is  performed,  a  grow- 
ing body  of  research  suggests  that  it  does 
exist.  In  1970,  John  P.  Bunker,  M.D., 
published  a  landmark  study  revealing 
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that  the  United  States  not  only  had  twice 
as  many  surgeons  as  England  and  Wales, 
but  that  these  surgeons  performed  twice 
as  much  surgery  as  British  surgeons. 
Bunker  associated  this  phenomenon 
with  the  characteristics  of  the  British 
National  Health  Service,  which  elim- 
inates reimbursement  incentives  present 
in  the  American  system  to  provide  excess 
services,  and  also  enhances  opportunities 
for  consultation.  Bunker's  findings 
touched  off  a  controversy  among  phys- 
icians and  public  health  analysts  here 
which  has  gained  momentum  as  rising 
costs  and  concern  over  quality  have  a 
forced  a  closer  look  at  the  entire  struc- 
ture of  the  health  care  delivery  system. 

After  Bunker's  study,  a  number  of  new 
investigations  demonstrated  wide  varia- 
tions in  surgery  rates  among  hospital/ 
regional  areas,  socioeconomic  groups, 
and  financing  mechanisms.  Small  area 
studies  of  surgery  rates  in  Vermont,  for 
example,  revealed  that  surgery  rates  for 
common  elective  procedures  were  up  to 
twice  as  high  in  areas  with  more  surgeons 
and  facilities  than  in  areas  with  fewer. 

Studies  comparing  surgery  rates  in 
prepaid  group  practice  settings  as  op- 
posed to  fee-for-service  settings  have 
shown  surgery  rates  for  the  latter  to  be 
at  least  twice  as  high  as  those  of  prepay- 
ment groups. 

In  1974,  McCarthy  and  Widmer  wrote 
in  the  New  England  Journal  of  Medicine 
that  17.6  percent  of  the  operations  rec- 
ommended under  mandatory  second 
opinion  programs  and  30  percent  under 
voluntary  programs  were  not  confirmed 
by  second  consultants.  In  mandatory 


programs,  the  insurer  requires  the  bene- 
ficiary to  obtain  a  second  opinion  as  a 
condition  of  reimbursement  for  the 
surgery;  in  voluntary  programs,  the  sec- 
ond opinion  benefit  is  usually  promoted 
but  the  beneficiary  is  not  penalized  for 
not  obtaining  one. 

McCarthy's  studies  are  based  on  the 
second  opinion  programs  sponsored  by 
several  Taft-Hartley  welfare  funds  in 
New  York  City.  These  programs  were 
implemented  in  1972  as  part  of  the 
funds'  cooperative  effort  with  the  Cor- 
nell University  Medical  College  to  de- 
velop new  strategies  to  contain  health 
care  costs. 

When  the  House  Subcommittee  on 
Oversight  and  Investigations  of  the 
Committee  on  Interstate  and  Foreign 
Commerce  held  hearings  on  unnecessary 
surgery  in  1975,  they  extrapolated  from 
McCarthy's  non-confirmation  figures  a 
conclusion  that  "there  were  approxi- 
mately 2.4  million  unnecessary  surger- 
ies performed  in  1974  at  a  cost  to  the  Amer- 
ican public  of  almost  $4  billion  (and 
leading  to)  1 1 ,900  deaths."  Although  the 
Subcommittee's  findings  have  been  chal- 
lenged, they  do  suggest  the  significant 
impact  high  surgery  rates  are  having  on 
the  cost  and  quality  of  health  care  in 
this  country. 

Under  a  HCFA  research  contract, 
McCarthy  and  his  associates  have  con- 
tinued to  follow  a  sample  of  confirmed 
and  not  confirmed  cases  to  determine 
whether  those  persons  who  initially  defer 
surgery  eventually  obtain  it  and  whether 
they  require  any  additional  or  alternative 
medical  treatment.  McCarthy  and 
Finkel  reported  at  1979  congressional 
hearings  that  of  those  not  confirmed, 
80  percent  in  the  voluntary  group  and 
63  percent  in  the  mandatory  group  did 

not  have  the  surgery  within  one  year  of 
their  consultation.  Forty-one  percent  of 
those  not  confirmed  in  the  voluntary 
group  and  49  percent  in  the  mandatory  re- 
ported no  surgery  and  no  medical  treat- 
ment within  one  year.  McCarthy  and 
Finkel  argue  that  these  "no  treatment" 


cases  represent  potential  surplus  or  un- 
necessary surgery. 

Former  HEW  Under  Secretary  Hale 
Champion  told  Congress  in  1977  that 
surgery  rates  in  the  United  States  remain 
"intolerably"  high.  The  problem  is  that 
no  one  knows  exactly  what  is  too  high. 
Possibly,  the  most  valid  way  to  find  the 
answer  is  to  conduct  randomized  clinical 
trials  for  all  surgical  procedures  in  ques- 
tion. This  technique  has,  in  fact,  been 
used  to  assess  the  efficacy  of  tonsillec- 
tomy and  adenoidectomy,  but  the 
method  is  costly  and  has  raised  ethical 
questions  which  have  prevented  wide 
usage. 

The  American  Medical  Association 
has  claimed  that  much  justified  surgery 
may  result  not  only  from  medical  need 
but  from  patient  demand.  Dr.  James 
H.  Sammons,  executive  director  of  the 
AMA,  told  Congress  that  in  cases  where 
a  woman  has  extreme  fear  of  pregnancy, 
a  complete  hysterectomy  may  be  justi- 
fied, even  though  a  tubal  ligation  would 
be  just  as  effective. 

HEW  second  opinion  initiative 

Because  of  its  responsibility  to  con- 
tain the  costs  and  promote  the  quality  of 
health  care  for  the  nation,  the  Depart- 
ment of  Health,  Education,  and  Wel- 
fare announced  in  September  1978  that 
it  was  embarking  on  a  major  initiative  to 
encourage  the  American  public  to  seek 
second  opinions  for  non-emergency  sur- 
gery. This  initiative  has  two  parts. 

First,  the  Health  Care  Financing  Ad- 
ministration created  a  national  network 
of  organizations  capable  of  providing 
names  of  local  qualified  physicians  will- 
ing to  give  second  opinions.  These  or- 
ganizations include  27  Professional 
Standards  Review  Organizations,  68 
medical  societies,  43  insurance  com- 
panies and  13  other  groups.  Persons 
seeking  the  names  of  physicians  near 
their  homes  can  call  their  Social  Secur- 
ity District  Office,  their  local  welfare 
office,  or  the  national  hotline  number 
for  the  name  of  the  area  referral  agency. 
In  the  first  part  of  its  public  informa- 
tion campaign,  HCFA  distributed  nearly 
a  million  copies  of  a  brochure  promot- 
ing increased  awareness  of  the  value  of 
getting  a  second  opinion.  It  was  distri- 
buted through  supermarkets,  through 
the  Consumer  Information  Service,  and 
through  a  variety  of  consumer  and 


voluntary  groups.  A  flyer  was  mailed  to 
each  person  receiving  a  social  security 
benefit  check,  and  public  service 
announcements  were  distributed  to 
radio  and  television  stations.  The  second 
phase  of  the  national  information  cam- 
paign was  initiated  in  January  (see  box). 

Demonstrations  and  evaluations 

While  very  few  question  the  value  of 
a  second  opinion  for  elective  surgery, 
there  remain  many  unanswered  ques- 
tions about  the  best  way  of  organizing  a 
second  opinion  program,  or  what  the 
long  term  effects  of  such  a  program  are 
on  cost  and  quality  of  health  care.  Thus, 
the  second  part  of  HCFA's  second 
opinion  initiative  is  to  conduct  and 
carefully  evaluate  two  Medicare 
demonstration  projects  and  a  mandatory 
second  opinion  program  for  Medicaid 
beneficiaries. 

Medicare  demonstrations 

Contracts  to  develop  and  implement 
the  Medicare  demonstration  projects 
were  competitively  awarded  in  Septem- 
ber 1977  to  Blue  Cross  and  Blue  Shield 
of  Greater  New  York  and  to  Blue  Cross 
and  Blue  Shield  of  Michigan.  Under 
these  demonstrations,  Medicare  bene- 
ficiaries living  in  the  experimental  areas 
are  given  incentives  to  obtain  second 
and  third  opinions  on  elective  surgery 
recommendations.  The  Medicare  Part  B 
20  percent  copayment  and  $60  deducti- 
ble requirements  for  physician,  labora- 
tory and  x-ray  services  associated  with 
the  second  opinion  have  been  waived. 
Special  referral  centers  have  been  estab- 
lished to  help  patients  locate  physicians 
and  make  appointments.  These  demon- 
strations also  pay  for  second  opinions 
even  when  the  first  doctor  advised 
against  surgery. 

Board-certified  surgeons  are  reim- 
bursed for  their  charges  up  to  $50  per 
consultation.  To  avoid  a  bias  in  favor 
of  surgery,  second  physicians  are  not  al- 
lowed to  perform  the  surgery  on  a  pa- 
tient to  whom  they  have  given  a  second 
opinion.  If  they  do,  they  are  removed 
from  the  panel  of  participating  surgeons. 

The  Greater  New  York  program  be- 
gan in  May  1978  for  1.5  million  Medi- 
care beneficiaries  living  in  New  York 
City  and  12  surrounding  counties.  The 
Michigan  program  started  in  August 
1978  for  365,000  beneficiaries  living  in 


the  three  counties  comprising  metro- 
politan Detroit.  Both  demonstrations 
will  continue  for  3  years. 

Medicaid  demonstration 

The  second  opinion  program  for 
Massachusetts  Medicaid  beneficiaries 
was  mandated  by  the  State  legislature 
in  July  1976  and  implemented  by  the  Mass- 
achusetts Department  of  Public  Welfare 
in  March  1977.  Under  this  program,  a 
second  opinion  is  required  for  reim- 
bursement for  eight  surgical  procedures 
when  performed  on  an  elective  basis. 
The  procedures  are  tonsillectomy, 
adenoidectomy,  mastectomy,  hysterect- 
omy, cholecystectomy,  submucous  re- 
section, spinal  fusion,  disc  surgery,  hem- 
orrhoidectomy, and  excision  of  varicose 
veins.  If  the  specialist  giving  the  second 
opinion  does  not  confirm  the  need  for 
the  operation,  the  beneficiary  must  have 
another  consultation.  Regardless  of  the 
outcome  of  the  third  consultation,  the 
surgery  is  reimbursable  at  that  point. 
Five  to  ten  percent  of  the  cases  recom- 
mended for  surgery  are  granted  "special 
consideration,"  which  permits  the  sur- 
gery to  be  reimbursed  without  a  prior 
consultation.  For  example,  a  case  pro- 
posed for  hysterectomy  with  a  diagno- 
sis of  cancer  in  situ  would  receive  spe- 
cial consideration.  Travel  hardship  might 
also  result  in  special  consideration. 

This  program  is  administered  for  the 
Department  of  Public  Welfare  by  five 
regional  health  care  foundations.  In  two 
of  these  regions,  the  second  opinion  is 
rendered  by  a  nurse  reviewer  using  crite- 
ria for  determining  medical  necessity.  If 
the  criteria  are  not  met,  a  physician  con- 
sultation is  arranged.  The  state  is  now 
completing  an  analysis  under  a  HCFA 
grant  of  the  impact  of  their  program  on 
surgery  rates  and  costs.  The  final  report 
should  be  available  in  earlv  1980. 

In  September  1978,  HCFA  also 
awarded  a  contract  to  Abt  Associates. 
Inc.,  of  Cambridge,  Massachusetts,  to 
evaluate  the  impact  of  second  opinions 
on  surgery  rates,  associated  costs,  and 
quality  of  care.  In  addition  to  examining 
closely  the  Medicare  demonstration 
projects  and  the  Massachusetts  program. 
Abt  will  attempt  to  draw  some  conclu- 
sions about  the  effects  of  the  national 
public  information  campaign.  The  first 
report  on  all  the  programs  being  eval- 
uated will  be  available  in  Spring  1980. 


At  this  time,  however,  data  from  the 
first  year  of  the  demonstration  projects 
and  the  mandatory  program  in  Massa- 
chusetts provide  some  early  insights. 

Preliminary  research  findings 

One  finding  consistently  discovered  in 
several  voluntary  second  opinion  pro- 
grams is  that  the  demand  for  second 
opinions  is  minimal  when  offered  as  an 
optional  benefit.  In  Greater  New  York, 
1,668  (includes  9  third  opinions)  Medi- 
care beneficiaries  obtained  second  opin- 
ions in  the  first  year  of  the  program, 
which  constitutes  roughly  2  percent  of 
those  beneficiaries  who  underwent  elec- 
tive surgery  during  the  same  period.  Al- 
though 2  percent  cannot  be  considered 
optimal,  the  original  estimate  of  the 
number  of  second  opinions  which  would 
be  provided  in  the  first  year  of  the  dem- 
onstration was  only  500.  In  the  first  year 
of  the  Detroit,  Michigan  program,  the 
number  of  claims  for  second  opinion 
was  even  lower;  only  110  (includes  2 
third  opinions)  claims  were  submitted. 

Perhaps  the  most  important  finding 
from  the  Medicare  demonstrations  thus 
far  is  that  about  one  third  of  recom- 
mended surgery  is  not  confirmed  by 
consultants.  When  consulting  physicians 
bill  for  second  opinions  under  the  dem- 
onstrations, they  are  required  to  submit 
a  report  of  their  clinical  findings  to  the 
demonstrations'  Second  Opinion  Re- 
ferral Centers.  Among  other  things,  con- 
sultants indicate  on  these  reports 
whether  or  not  they  would  recommend 
that  the  beneficiary  have  surgery  as  the 
next  treatment  step.  If  they  do  not  rec- 
ommend surgery,  the  consultants  give 
the  reasons  for  this  opinion.  The  most 
frequent  reason  cited  for  nonconfirma- 
tion  thus  far  has  been  "trial  of  medical 
management  indicated."  The  second 
most  frequently  given  is  that  "further 
diagnostic  studies"  are  indicated.  The 
third  is,  "no  treatment  necessary."  Con- 
sultants may  check  off  more  than  one 
reason. 

While  the  number  of  beneficiaries  who 
received  second  opinions  was  higher  in 
New  York  than  in  Michigan,  Michigan's 
consultation  completion  rate  has  been 
better.  New  York  processed  1 ,668  claims 
out  of  2,460  initial  consultation  requests, 
indicating  a  completion  rate  of  about 
68  percent.  In  Michigan,  110  appoint- 
ments were  completed  out  of  135  requests, 


a  90  percent  completion  rate.  Michigan  re- 
ferral center  personnel  believe  this  suc- 
cess is  due  mainly  to  the  extra  assist- 
ance they  provide  beneficiaries  in 
arranging  appointments  and  transfer- 
ring records. 

Communication  between  doctors 

We  have  also  learned  from  the  demon- 
strations that  Medicare  beneficiaries  are 
considerably  reluctant  to  let  the  doctor 
who  gave  the  first  opinion  know  that 
they  are  seeking  a  second  opinion.  In 
Greater  New  York,  only  19  percent  of 
those  who  requested  second  opinions 
consented  to  having  the  referral  center 
mail  a  First  Opinion  Surgeon  Report 
form  to  their  doctors.  And  only  about 
50  percent  of  the  first  opinion  doctors 
returned  the  form  to  the  Referral  Center. 

The  Michigan  project  has  had  a  some- 
what better  experience  in  obtaining  in- 
formation from  first  opinion  physicians. 
Fifty-two  percent  of  beneficiaries  au- 
thorized the  transfer  of  information. 
When  Detroit  beneficiaries  were  asked 
why  they  did  not  wish  their  doctors  to 
know  of  the  second  opinion,  the  major- 
ity answered  that  they  felt  it  would  upset 
or  insult  the  doctor. 

While  a  patient  certainly  has  the  right 
to  withhold  information  from  the  doc- 
tor, it  is  not  necessarily  in  his  or  her 
best  interests  to  do  so.  Discussion  between 
the  first  and  second  doctors  can  avoid 
additional  costs  to  Medicare,  and  can 
avoid  discomfort  to  the  patient  if  the 
second  physician  can  have  access  to 
medical  records,  and  the  results  of  lab 
tests  and  x-rays  already  performed. 

Mandatory  program  experience 

In  Massachusetts,  some  results  of  the 
mandatory  program  have  been  tabu- 
lated covering  one  year  of  operation  in 
each  region.  For  the  Bay  State  and  Cen- 
tral Health  Care  Foundation  regions, 
which  account  for  60  percent  of  all  hos- 
pital admissions  in  the  State,  a  total  of 
2,490  referrals  were  made,  1 ,940  of  which 
were  to  Bay  State.  Eighty-three  percent 
of  the  2,490  referrals  had  at  least  one 
consultation,  while  8  percent  were 
granted  special  consideration  and  9  per- 
cent dropped  out  for  various  reasons, 
such  as  deciding  against  the  surgery  or 
turning  to  other  insurance  sources.  Of 
the  83  percent  who  had  at  least  one  con- 
sultation, 86  percent  were  approved,  and 
14  percent  were  denied.  Of  those  denied, 


47  percent  sought  a  third  consultation 
of  which  about  two  thirds  were  ap- 
proved. In  Bay  State,  hysterectomy,  ton- 
sillectomy and  adenoidectomy  consti- 
tuted 65  percent  of  the  referrals,  with 
hysterectomies  receiving  the  highest 
nonconfirmation  rate  (22  percent).  In 
the  Central  region.  50  percent  of  all 
referrals  were  for  tonsillectomy/ adenoi- 
dectomy and  hysterectomy.  Fifteen  per- 
cent of  the  tonsillectomies  and  3 1  per- 
cent of  the  hysterectomies  were  not 
confirmed. 

Results  from  the  two  areas  of  the  state 
using  the  established  medical  criteria  re- 
view procedure  deviated  considerably 
from  the  Bay  State  and  Central  regions. 
In  one  area,  22  percent  did  not  meet  the 
criteria  and  were  referred  for  a  second 
opinion.  Of  these,  74  percent  were  con- 
firmed for  surgery  and  26  percent  were 
not.  On  the  third  opinion,  72  percent 
were  confirmed  for  surgery.  Therefore, 
4  percent  of  all  referrals  could  be  ex- 
pected not  to  have  surgery.  In  the  other 
area,  93  percent  of  the  referrals  met  the 
criteria  and  7  percent  were  required  to 
receive  a  second  opinion.  Of  those  re- 
ferred for  a  second  opinion,  8  percent 
were  not  confirmed.  About  50  percent 
of  those  seeking  a  third  opinion  were 
confirmed  for  surgery.  Based  on  these 
figures,  less  than  1  percent  of  all  refer- 
rals could  be  expected  not  to  have 
surgery. 

New  developments 

The  number  of  insurance  companies 
offering  some  sort  of  second  opinion 
program  or  benefit  appears  to  be 
growing.  The  Blue  Cross  and  Blue 
Shield  Association  reports  that  over 
47  of  its  plans  provide  the  benefit. 
The  Health  Insurance  Association  of 
America  surveyed  35  of  its  largest 
group  carriers  and  found  that  12  of 
them  were  operating  formal  second 
opinion  programs  (i.e.,  programs  with 
central  referral  centers  and  some  form 
of  data  collection).  In  March  1979, 
the  New  York  Life  Insurance  Com- 
pany indicated  that  it  would  pay  up  to 
$100  for  the  cost  of  second  opinions 
for  its  1.9  million  subscribers  nation- 
wide. 

In  February  1979,  the  Prudential 
Insurance  Company  of  America  an- 
nounced that  it  would  offer  employers 
a  6  percent  discount  on  premiums  if 
they  incorporated  a  mandatory  sec- 


ond  opinion  into  their  group  health 
plans  covering  some  13  million  sub- 
scribers. Under  Prudentials  plan,  a 
subscriber  who  fails  to  get  a  second 
opinion  or  who  gets  a  negative  second 
opinion  will  receive  reduced  benefits 
for  the  surgeon's  fee.  The  employer 
decides  how  much  to  reduce  benefits 
but  Prudential  suggests  50  percent. 

In  Spring  1980,  Abt  Associates  will 
complete  a  full  scale  survey  of  all 
second  opinion  programs  currently 
operating  or  planned. 

Unanswered  questions 

At  this  stage,  most  agree  that  sec- 
ond opinions  are  an  advantage  to  the 
patient.  Moreover,  program  savings 
probably  exceed  costs.  But  there  are 
two  important  issues  which  must  be 
addressed  before  a  final  assessment 
about  second  opinions  can  be  made. 
First,  any  direct  connection  between 
second  opinion  programs  and  lower 
surgery  rates  and  lower  costs  depends 
primarily  on  how  many  persons  de- 
cide to  forego  the  surgery  as  a  result 
of  having  received  a  second  opinion. 
One  cannot  simply  assume  that  those 
who  participated  in  a  second  opinion 
program  would  not  have  sought  a 
second  opinion  on  their  own.  Nor 
can  one  assume  that  because  some- 
one's surgery  is  not  confirmed  that 
that  person  will  not  have  the  surgery 
or  a  related  operation. 

Many  surgical  procedures,  such  as 
cataract  surgery,  are  the  only  ef- 
fective treatment  for  various  illnesses 
and  diseases.  A  70-year-old  woman 
with  several  health  problems  may 
decide  that  living  with  impaired  vision 
would  be  easier  than  undergoing  sur- 
gery. But  she  could  change  her  mind 
after  several  months  as  her  tolerance 
level  decreases  or  the  severity  of  the 
cateract  increases  or  both.  Abt  Associ- 
ates' plan  to  identify  various  surgi- 
cal decision  groups  will  be  one  of  its 
most  critical  evaluation  tasks. 

The  second  issue  which  second  opin- 
ions raise  is  whether  mandatory  pro- 
grams can  achieve  greater  potential 
cost  savings  and  better  quality  of  care 
than  the  voluntary  programs  which 
are  predominant.  While  intensive  ad- 
vertising and  coverage  in  the  mass 
media  have  been  the  most  effective 
means  of  encouraging  patients  to  seek 


second  opinions,  voluntary  programs 
thus  far  have  not  attracted  a  signifi- 
cant percentage  of  persons  recom- 
mended for  surgery. 

On  January  4,  1980,  HCFA  an- 
nounced plans  to  augment  its  cam- 
paign to  educate  the  public  about  the 
value  of  second  opinions.  This  effort 
will  include  television  and  radio  spots 
with  actor  Cliff  Robertson,  a  poster 
and  brochure  campaign,  and  other  activ- 
ities to  increase  utilization  of  second 
opinions  on  a  national  basis.  During 
the  early  months  of  the  Medicare 
demonstration  in  Detroit,  publicity  of 
the  program  depended  primarily  on 
the  cooperation  of  community  organi- 
zations in  sponsoring  slide  presenta- 
tions on  the  program  and  distributing 
brochures.  Because  of  the  disappoint- 
ing results  of  this  approach,  various 
forms  of  mass  media  advertising  were 
developed  for  the  demonstration's  sec- 
ond year. 

But  despite  all  efforts  to  persuade 
patients  to  seek  second  opinions  of 
their  own  accord,  some  believe  that 
maximum  cost  savings  and  quality  of 


care  may  only  be  possible  under  a  manda- 
tory program.  Indeed,  a  Quality  of 
Surgical  Care  Act  of  1979  was  intro- 
duced in  the  House  of  Representa- 
tives in  May,  which  would  require 
Medicare  and  Medicaid  beneficiaries 
to  obtain  a  second  opinion  prior  to 
elective  surgery  at  no  cost  to  them- 
selves. Hearings  on  that  bill  were  held 
by  the  House  Subcommittee  on 
Health  and  the  Environment  in  Oc 
tober  1979.  In  August  1979,  the  House 
Subcommittee  on  Compensation  and 
Employee  benefits  held  hearings  to 
consider  mandatory  second  opinions 
for  employees  covered  under  the  Fed- 
eral Employee  Health  Benefits  Pro- 
gram. Over  the  coming  months,  debate 
about  second  opinions,  their  costs, 
benefits,  and  the  manner  in  which 
they  are  provided  will  continue.  What 
does  appear  sure  is  that  enough  third 
party  payers  are  convinced  of  the  cost 
savings  of  second  opinion  programs, 
and  because  they  are,  the  second  opin- 
ion benefits,  in  some  form,  are  here  to 
stay. 


National  Second  Opinion  Information  Campaign 


The  second  phase  of  a  nationwide 
information  campaign  conducted  by 
HEW  to  encourage  people  to  get 
second  medical  opinions  before 
undergoing  non-emergency  surgery, 
began  in  January.  Conducted  by  the 
Health  Care  Financing  Administra- 
tion, the  campaign  includes  radio 
and  television  announcements  fea- 
turing actor  Cliff  Robertson,  bro- 
chures, posters,  and  a  toll-free  tele- 
phone hot  line  through  which  pa- 
tients can  get  the  names  of  physicians 
willing  to  give  second  opinions.  The 
numbers  are:  1  (800)  638-6833  and 
in  Maryland  1  (800)  492-6603. 

Campaign  messages  encourage 
patients  to  discuss  frankly  with  their 
physicians  how  to  obtain  second 
opinions  for  non-emergency  surgery; 
the  messages  are  directed  to  the 
general  public  and  particularly  to 
the  47  million  Medicare  and  Medi- 
caid beneficiaries.  Medicare  pays  for 
second  opinions  for  surgery  nation- 
wide, and  Medicaid  covers  second 
opinions  in  most  states. 


HEW  estimates  that  in  1976  more 
than  20  million  operations  were  per- 
formed on  inpatients  in  the  nation's 
hospitals;  also,  that  the  surgery  rate 
for  persons  aged  65  or  older  in- 
creased 44  percent  between  1966  and 
1976. 

"We  believe  our  information  cam- 
paign can  improve  the  quality  of 
health  care  and  help  reduce  unne- 
cessary surgery,"  said  HEW  Secre- 
tary Patricia  Roberts  Harris.  "We 
want  people  to  be  aware  that  they 
have  a  right  to  get  the  facts  about 
their  particular  medical  problems 
including  whether  or  why  surgery  is 
necessary,  advisable  or  avoidable. 
When  patients  routinely  seek  second 
opinions  for  non-emergency  surgery, 
the  effect  will  be  to  encourage  the 
practice  of  quality  medicine  and  to 
discourage  inappropriate  procedures 
and  any  needless  risks  associated 
with  them." 

Copies  of  the  brochure  and  poster 
can  be  obtained  by  writing  to  Sur- 
gery, HEW, Washington,  D.C.  20201 
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A  nice  place 
to  visit  and  you 
don't  have  to  stay 


A  3-year  study  of  ambulatory 
surgery  shows  that  surgical  costs  are 
significantly  less  in  freestanding  am- 
bulatory surgical  centers  than  in  hos- 
pitals. The  study  also  indicates  that 
the  quality  of  care  in  these  free- 
standing centers  is  at  least  as  high  as 
in  the  other  facilities  and  that  physi- 
cians often  give  care  at  the  centers 
higher  marks. 

The  recently  published  study*, 
which  traced  900  patients  through  the 
surgical  process  at  seven  facilities  in 
Phoenix,  Arizona,  analyzed  four 
types  of  surgical  settings:  traditional 
hospital  inpatient,  traditional  hospital 
outpatient,  hospital-affiliated  am- 
bulatory surgical  center,  and  free- 
standing ambulatory  surgical  center. 

An  analysis  of  12  high-volume  sur- 
gical procedures  shows  that  the  costs 
in  the  freestanding  ambulatory  surgi- 
cal center  were  55.3  percent  less  than 
for  hospital  inpatients.  And  for  four  of 
those  procedures,  the  two  surgical  cen- 
ters' costs  were  1 1  percent  less  than  in 
hospital  outpatient  departments. 

There  were  also  significant  cost 
savings  in  surgical  procedures  per- 
formed at  hospital-based  ambulatory 
surgical  facilities  compared  with  hos- 
pital inpatient  facilities.  Patients  at 
hospital-affiliated  ambulatory  surgical 
centers  paid  46.4  percent  less  for 
seven  procedures  than  did  hospital  in- 
patients. 

Not  only  did  introduction  of  the 
freestanding  center  in  Phoenix  act  as 
a  substantial  brake  on  rising  fees  at 
area  hospitals,  but  it  does  not  appear 
to  have  had  an  adverse  financial  i n- 
pact  on  the  hospitals.  The  hospitals 


reacted  to  their  new  competition  by 
introducing  flat  fees  for  a  limited 
number  of  procedures  performed  on 
outpatients.  An  analysis  of  prices 
charged  by  hospitals  in  the  area 
showed  that  from  1970  —  when  the 
freestanding  center  opened  —  to  1975, 
the  price  of  major  surgery  increased 
45  percent  at  the  hospitals,  but  the 
prices  of  minor  surgery  increased 
only  34  percent. 

While  outpatient  surgery  has  been 
performed  at  hospitals  for  many 
years,  a  facility  devoted  totally  or 
principally  to  ambulatory  surgery  is  a 
relatively  new  concept.  The  prototype 
for  these  freestanding  surgical  centers 
is  Surgicenter  in  Phoenix.  Its  success 
spawned  numerous  similar  centers,  as 
well  as  ambulatory  surgical  facilities 
associated  with  hospitals. 

The  study  focuses  on  the  effect 
Surgicenter  has  had  on  costs  for  the 
patient,  quality  of  care,  and  patient 
and  physician  satisfaction. 

History  of  Surgicenter 

Surgicenter  was  developed  by  two 
anesthesiologists  who  felt  that  a  con- 
siderable volume  of  surgery  in  the 
Phoenix  area  could  be  performed  in  a 
facility  that  is  better  equipped  than 
the  typical  physician's  office  but  does 
not  need  the  complex  equipment  and 

*The  study  was  performed  for  HCFA  by 
the  Orkand  Corporation  of  Silver  Spring. 
Maryland,  a  management  consulting  firm 
specializing  in  the  fields  of  health  and 
energy. 

John  C.  Miller  is  a  freelance 
writer  specializing  in  the  health  and 
social  services  fields. 


services  of  the  traditional  hospital. 
Drs.  Wallace  A.  Reed  and  John  L. 
Ford  reasoned  that  such  a  facility 
would  cost  patients  significantly  less 
and  also  would  prove  more  conve- 
nient for  surgeons. 

Although  Surgicenter  was  not  re- 
quired to  be  approved  by  the  local 
health  planning  agency  —  the  Com- 
prehensive Health  Planning  Council 
of  Maricopa  County  —  its  endorse- 
ment was  nonetheless  sought.  In  re- 
turn for  a  letter  of  approval  from  the 
council,  Drs.  Reed  and  Ford  agreed  to 
have  a  team  of  three  physicians  per- 
form audits  of  Surgicenter's  medical 
and  surgical  practices.  The  physicians 
appointed  by  the  council  had  author- 
ity to  recommend  and  enforce  stand- 
ards and  regulations.  In  addition, 
Surgicenter  agreed  to  permit  a  com- 
munity advisory  committee,  com- 
posed of  a  physician,  health  planners, 
a  nurse,  and  representatives  of  the 
community,  to:  (1)  evaluate  costs  and 
services;  (2)  recommend  changes;  and 
(3)  receive  monthly  reports  on  the 
center's  activities.  The  agreement 
also  stipulated  that  the  center  would 
not  maintain  patients  overnight. 

After  2  years  of  operation.  Surgi- 
center applied  to  the  Health  Planning 
Council  for  expansion  of  its  four 
operating  rooms  to  six.  This  was  op- 
posed by  several  hospital  ad- 
ministrators and  by  the  Phoenix  Re- 
gional Hospital  Council  which  sent  a 
letter  to  the  Health  Planning  Council 
saying  there  was  no  need  for  addi- 
tional surgical  facilities  in  the  area. 
Nonetheless,  Surgicenter's  ap- 
plication was  approved. 

One  measure  of  Surgicenter's 
growing  acceptance  is  that  before  it 
opened  in  1970,  only  five  insurance 
companies  had  agreed  to  pay  for  fees 
charged  by  the  facility.  Today,  more 
than  200  insurance  companies  pay  for 
the  center's  fees.  Another  measure  of 
Surgicenter's  acceptance  is  that  in 
1972  the  state  legislature  authorized 
licensure  of  ambulatory  surgical  fa- 
cilities. Drs.  Reed  and  Ford  helped 
the  state  develop  the  standards  for 
those  facilities. 

How  Surgicenter  operates 

The  center  employs  an  executive 
director,  22  registered  nurses,  3 


medical  maintenance  technicians,  1 
instrument  technician,  9  clerical  per- 
sonnel, and  an  accountant.  Its  six 
operating  rooms  are  housed  in  5,240 
square  feet  of  floor  space  which  in- 
cludes a  preoperative  area,  a  physi- 
cians' lounge,  and  separate  pediatric 
and  adult  recovery  rooms. 

Patients  are  required  to  arrive  at  the 
center  at  least  1  hour  before  their 
physicians  have  scheduled  surgery. 
On  arrival,  a  receptionist  records  per- 
sonal and  insurance  information  on 
the  patient's  medical  record,  before 
he  goes  to  the  preoperative  area  for 
laboratory  tests.  The  tests,  which  are 
performed  on  the  premises,  include 
blood  hemoglobin  and  urine  protein, 
glucose,  reducing  substance,  bile,  and 
blood. 

A  nurse  obtains  the  patient's  medi- 
cal history,  temperature,  and  blood 
pressure,  and  identifies  risk  factors 
such  as  previous  surgery,  previously 
existing  conditions,  and  medications 
currently  in  use.  An  anesthesiologist 
examines  the  patient  to  determine 
anesthesia  risk. 

Surgicenter  does  not  require  a  ra- 
diological examination  prior  to 
surgery,  since  it  is  the  responsibility 
of  the  attending  surgeon  to  determine 
the  need  for  such  an  examination  and, 
if  necessary,  to  arrange  for  it  to  be 
performed  outside  the  center.  The 
center,  however,  will  take  an  x-ray 
under  unusual  circumstances. 

Surgery  is  canceled  or  postponed  if 
significant  surgical  or  anes- 
thesiological  risk  is  found.  Other  rea- 
sons for  canceling  surgery  are  upper 
respiratory  infection,  unexplained 
fever,  or  a  patient's  failure  to  avoid 
eating  and  drinking  the  day  surgery 
was  scheduled. 

Prior  to  surgery,  the  patient  is  pre- 
medicated  when  necessary  and  held  in 
the  preoperative  area.  If  general  or 
regional  anesthesia  is  to  be  adminis- 
tered, it  is  done  by  the  anes- 
thesiologist. Local  anesthetics  are 
generally  administered  by  the  attend- 
ing surgeon. 

After  the  operation,  patients  are 
encouraged  to  exercise  motor  skills 
and  to  drink  fluids  as  soon  as  possi- 
ble. When  appropriate,  patients  are 
encouraged  to  sit  in  wheelchairs 
rather  than  lie  down.  In  the  case  of 


children  undergoing  surgery,  parents 
are  encouraged  to  help  care  for  their 
children  in  the  pediatric  recovery 
room.  The  recovery  room  nurse  con- 
tinually monitors  patients  for  changes 
in  vital  signs  and  for  complications. 
Patients  are  discharged  by  the  super- 
vising anesthesiologist  when  the  fol- 
lowing criteria  are  met: 

•  Stable  vital  signs  for  at  least  1 
hour. 

•  No  physical  indications  of  poten- 
tial complications. 

•  Cessation  of  oozing  or  bleeding. 

•  Absence  of  nausea  and  emesis  or 
evidence  of  their  waning. 

•  Return  of  sensation  and  adequate 
circulation,  where  tourniquets  have 
been  required. 

•  Recognition  of  time  and  place. 

•  Little  or  no  dizziness. 

•  Pain  controllable  by  oral  anal- 
gesics. 

•  Presence  of  a  responsible  adult  to 
accompany  the  patient. 

On  the  day  following  surgery,  a 
nurse  telephones  the  patient  to  deter- 
mine if  there  are  any  problems,  and 
the  patient's  status  is  noted  in  his 
medical  record. 


Physicians  rated  the 
freestanding  ambula- 
tory surgical  center 
as  more  satisfactory 
for  minor  surgery 
than  any  of  the  other 
surgical  settings. 


Cost  comparisons 

The  study  found  that  the  policies  of 
the  surgical  facility  often  determine 
the  cost  of  care.  The  principal  dif- 
ference, of  course,  in  the  policy  of 
care  between  the  ambulatory  surgery 
setting  and  the  hospital  inpatient  set- 
ting is  the  hospital's  requirement  of 
an  over  night  stay.  The  average  cost 
of  a  general  nursing  ward  bed  in  the 
Phoenix  area  for  2  nights  ranged  from 
$128.88  to  $183.80  for  the  facilities 
included  in  the  study. 

Comparing  the  various  surgical 
settings,  charges  for  routine  clinical 
laboratory  services  were  more  ex- 


pensive  in  the  inpatient  setting,  with 
the  average  facility  charging  $23.81. 
The  least  expensive  charge  for  these 
services  was  $16.98,  made  by 
hospital-affiliated  ambulatory  surgery 
centers.  No  charge  was  made  for  this 
service  by  the  freestanding  ambula- 
tory surgical  facilities,  but  researchers 
determined  that  if  a  charge  had  been 
made,  it  would  have  been  about 
$7.98. 

Differences  in  the  laboratory 
charges  required  are  in  part  due  to 
different  prices  for  tests  among  fa- 
cilities and  in  part  due  to  the  different 
mixes  of  tests  that  are  routinely  re- 
quired. 

An  example  of  the  difference  in 
rate  structures  between  a  hospital  set- 
ting and  a  freestanding  ambulatory 
surgical  setting  is  the  testing  of  a 
frozen  section  of  a  patient's  tissue. 
The  average  cost  for  this  test  per- 
formed in  a  hospital  was  $39.38  com- 
pared to  $12.50  for  an  ambulatory 
surgical  setting. 

Chest  x-rays  were  not  routinely  re- 
quired by  hospital-affiliated  am- 
bulatory surgical  facilities  or  by  free- 
standing ambulatory  surgical  centers. 
However,  hospitals  often  required 
them  of  inpatients  and,  to  some  ex- 
tent, outpatients.  Radiology  examina- 
tions cost  between  $7.00  and  $12.95 
for  a  single  view  of  the  chest  and 
between  $11.00  and  $25.00  for  two 
views  of  the  chest. 

With  only  minor  exceptions,  the 
physician's  fee  did  not  vary  signifi- 


cantly from  one  surgical  setting  to 
another. 

Staff  labor  costs  were  lower  for 
most  procedures  in  the  ambulatory 
surgical  center  than  in  other  surgical 
settings,  although  these  centers  em- 
ployed only  registered  nurses  in  both 
operative  and  post-operative  phases  of 
surgery.  All  inpatient  and  outpatient 
facilities  employed  operating  room 
technicians  for  between  10  and  38 
percent  of  the  total  nursing  time,  and 
four  of  the  six  inpatient  and  outpatient 
facilities  employed  licensed  practical 
nurses  in  the  post-operative  phase  of 
surgery. 

Little  or  no  difference  was  found  in 
time  missed  from  work  or  income  lost 
by  patients,  their  families,  or  friends 
who  helped  them.  A  survey  of  surgi- 
cal patients  found  that  their  satisfac- 
tion level  with  the  facilities  was: 

•  Outpatient  hospital  —  78.1  per- 
cent. 

•  Inpatient  hospital  —  85.5  percent. 

•  Hospital  ambulatory  surgical 
center — 84.7  percent. 

•  Freestanding  ambulatory  surgical 
center — 86.8  percent. 

Assessing  facilities 

Patients  consistently  rated  four 
factors  higher  for  both  types  of  am- 
bulatory surgery  than  for  outpatient 
and  inpatient  hospital  settings.  They 
were:  friendliness  of  staff,  attention 
to  patient  needs,  pleasantness  of 
physical  environment,  and  general 
quality  of  care.  A  larger  proportion  of 


patients  who  had  surgery  in  the 
hospital-affiliated  ambulatory  surgical 
center  (96  percent)  and  the  free- 
standing surgical  center  (94.8  per- 
cent) said  they  would  choose  the  same 
surgical  setting  again,  compared  with 
hospital  inpatients  (84.2  percent)  and 
hospital  outpatients  (82.4  percent) 
who  would  again  choose  the  same 
surgical  setting. 

Physicians  rated  the  freestanding 
ambulatory  surgical  center  as  more 
satisfactory  for  minor  surgery  than 
any  of  the  other  surgical  settings, 
with  74.4  percent  of  the  physicians 
reporting  that  they  were  "'very  satis- 
fied" with  the  facilities.  The  outpa- 
tient setting  received  the  lowest  over- 
all satisfaction  rating. 

The  most  important  factors  in  a 
surgical  facility,  according  to  the 
physicians,  were,  in  order  of  im- 
portance: facility  staff  (25  percent); 
facility  physical  characteristics  (23.5 
percent);  convenience  (13.2  percent); 
facility  efficiency  (12.4  percent);  cost 
(8.6  percent);  and  the  patient  care 
process  (8.0  percent). 

Ambulatory  surgical  centers  hold 
significant  promise  for  containing 
health  care  cost  due  to  their  relatively 
low  cost  for  surgical  procedures. 
Legislation  was  drafted  last  year  in 
the  96th  Congress  to  permit  Medicare 
and  Medicaid  reimbursement  for  this 
new  type  of  facility,  and  discussion 
continues  about  the  freestanding  am- 
bulatory surgical  center. 


Based  upon  hospital  budgets  ap- 
proved by  the  Colorado  Hospital 
Commission,  total  hospital  operating 
costs  in  the  state  are  expected  to  in- 
crease at  the  rate  of  9.35  percent  in 
1979  (adjusted  for  volume).  In  1978 
hospital  costs  increased  at  a  rate  of 
1  1.3  percent  and  in  1977  the  increase 
was  about  15  percent. 

The  cost  increase  per  admission  for 
1979  is  projected  at  7.8  percent,  which 
represents  a  reduction  from  1978  of 
more  than  30  percent.  Savings  for  1979 
are  estimated  at  $7.8  million.  From  1977 
through  1979,  estimated  savings  are 
about  $20.6  million.  Considering  that 
the  commissions  budget  is  $4 1 7,000,  $  1 8 
were  saved  for  every  $1  spent  by  the 
commission. 

These  savings  resulted  not  only  be- 
cause of  commission  activities,  but 
also  because  of  efforts  by  individual 
hospitals.  Many  hospitals  have 
evaluated  their  operations  and  are 
continuing  to  do  so  in  a  voluntary  ef- 
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the  Line  on 
Costs  in 
Colorado 

by  Barry  W.  Singleton,  Ed.D,  N.H.A. 

fort  to  control  the  rising  costs  of  hos- 
pital care. 

Since  the  commission  was  formed 
on  October  1,  1977,  it  has  reviewed 
budgets  for  78  of  the  97  hospitals 
under  its  jurisdiction.  The  remaining 
hospitals  are  either  currently  being 
evaluated  or  have  been  granted  addi- 
tional time  to  file  appropriate  docu- 
ments. The  budgets  reviewed  repre- 
sent 96  percent  of  total  hospital  costs 
in  the  state — $706  million. 

To  date,  all  hospitals  except  3  have 
passed  the  commission's  primary 
budget  criteria.  Of  the  3  that  failed  to 
pass,  1  was  able  to  show  significant 


change  in  case-mix;  the  second  was 
opening  a  new  facility  which  ex- 
plained its  significant  cost  variations; 
and  the  third  was  granted  a  temporary 
settlement  of  issues. 

The  commission  was  created  by  the 
legislature  in  July  1977  in  an  effort  to 
check  rampant  increases  in  health 
care  costs,  which  reached  17.1  per- 
cent in  1975  and  18.2  percent  in 
1976.  The  commission  reviews  budg- 
ets and  sets  rates  in  an  effort  to  insure 
that  all  hospital  charges  are  rea- 
sonably related  to  costs,  that  such 
costs  are  reasonably  related  to  serv- 
ices, and  that  charges  are  set  equita- 
bly among  all  purchasers  of  services. 
All  hospitals  licensed  by  the  Colorado 
Department  of  Health  are  subject  to 
the  commission's  jurisdiction.  The 
commission's  jurisdiction  extends  to 
salaries  paid  hospital-based  physi- 
cians but  not  to  fees  charged  by 
physicians  for  services.  Medicare  and 
Medicaid  are  exempt  from  this  juris- 
diction, but  it  is  anticipated  that  they 
will  be  included  at  a  later  date 
through  passage  of  appropriate  legis- 
lation. 


Organizational  structure 

The  commission  has  three  full-time 
commissioners  appointed  by  the  gov- 
ernor and  confirmed  by  the  state  sen- 
ate. One  is  an  attorney  from  the  state 
attorney  general's  office,  one  is  an 
accounting  instructor  from  Metro 
State  College  in  Denver,  and  the 
chairman  is  an  urban  planner. 

The  commission  has  a  12-member 
Health  Care  Policy  Advisory  Board, 
representing  consumers,  third-party 
payers,  state  agencies,  and  health 
providers,  including  physicians. 
Board  members  are  appointed  for  3 
years  by  the  governor.  In  addition, 
the  commission  has  established  Tech- 
nical Advisory  Committees  in  the 
following  areas:  financial  require- 
ments, uniform  accounting  reporting, 
statistics,  and  systems  development. 

Powers  and  duties 

The  commission  requires  each  hos- 
pital to  file  an  annual  projection  of  its 
operating  and  capital  budgets.  In  ap- 
proving budgets  and  rates  for  the 
revenue-producing  departments  of 
each  hospital,  the  commission  is  re- 
quired to: 

•  Insure  that  charges  are  uniform 
for  all  patients  receiving  comparable 
services 

•  Consider  the  population's  need 
and  the  hospital's  level  of  use 

•  Examine  cooperative  efforts  di- 
rected at  underused  services 

•  Evaluate  the  hospital  in  relation 
to  its  peer  group 

•  Determine  what  change  is  ac- 
ceptable in  the  hospital's  financial  po- 
sition since  its  previous  budget  year. 

The  commission  consults  with 
other  appropriate  state  agencies,  such 
as  the  Health  Systems  Agencies  and 
the  Department  of  Health,  and  re- 
views and  comments  on  all  hospital 
applications  for  Certificates  of  Need 
filed  with  the  Department  of  Health. 
This  review  includes,  but  is  not  lim- 
ited to,  the  less  costly  or  more  effec- 
tive alternative  of  providing  the  pro- 
posed service,  and  the  immediate  and 
long-term  financial  feasibility  of  the 
project. 

Dr.  Barry  W.  Singleton,  a  hospital 
administrator  is  Superintendent  of  the 
Colorado  State  Veterans  Center  in 
Homelake,  Colorado. 
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The  commission  has  the  power  to 
adopt,  amend,  and  repeal  rules  and 
regulations  as  necessary  for  its  proper 
administration.  It  can  also  prohibit 
reimbursement  for  some  capital  ex- 
penditures. When  a  hospital  or  other 
organization  does  not  comply  with  the 
commission's  rules  and  regulations  it 
can  levy  financial  penalties  and  re- 
quest the  state  attorney  general  to  take 
appropriate  action  in  District  Court. 

Developing  the  system 

The  commission  considered  a 
number  of  issues  in  developing  the 
prospective  budget  and  rate  setting 
system.  First,  it  wanted  to  design  a 
system  which  was  fair  and  consistent. 
Fair  in  that  all  participating  hospitals 
would  be  subject  to  a  system  which 
allows  for  due  process  and  the  op- 
portunity for  all  evidence  and  issues 
to  be  presented  and  addressed;  con- 
sistent in  that  all  hospitals  would 
know  the  rules  and  regulations  in  ad- 
vance, and  that  all  hospitals  would  be 
evaluated  by  the  same  criteria.  In  ad- 
dition, the  system  could  not  be  so 
costly  as  to  significantly  increase  the 
cost  of  patient  care  or  so  cumbersome 
as  to  work  a  hardship  on  either  small 
or  large  hospitals.  And  the  system 
must  allow  all  hospitals,  the  public, 
and  interested  parties  to  comment  on 
proposed  rules  and  regulations  before 
they  are  adopted. 

Second,  the  commission  had  to  deal 
with  the  problem  of  widely  ranging 
methods  of  financial  reporting  by 
hospitals.  Data  must  be  uniformly  re- 
ported for  the  commission  to  be  able 
to  compare  institutions  under  the  rate 
review  process.  It  was  because  of  the 
differences  in  hospital  accounting 
systems  that  the  commission  decided 
not  to  immediately  implement  a 
statewide  uniform  accounting  system, 
but  to  defer  it  until  the  second  year  of 
review. 

Third,  the  commission  studied  all 
existing  sources  of  data  for  two  rea- 
sons. First,  since  the  commission  was 
required  to  review  and  approve  budg- 
ets and  rates  for  those  hospitals  with 
fiscal  years  beginning  after  March  31 , 
1978,  this  allowed  only  6  months  for 
the  commissioners  to  establish  a  new 
agency. 

Second,  legislation  required  the 


commission  to  consider  existing  sys- 
tems of  reporting  and  accounting. 

Having  considered  proposed  federal 
cost  control  programs,  the  commis- 
sion wanted  to  design  a  system  that 
would  demonstrate  the  type  of  finan- 
cial integrity  that  could  allow  Col- 
orado to  be  exempt  from  any  federal 
hospital  cost  containment  program, 
should  one  be  established.  It  was  felt 
that  such  a  program  would  also 
facilitate  the  eventual  participation  of 
Medicare  and  Medicaid. 

As  a  result  of  these  and  other  is- 
sues, the  commission  decided  to  de- 
sign a  uniform  reporting  system, 
using  Medicare  cost  reports  as  a  basis 
and  audited  hospital  financial  state- 
ments as  the  foundation. 

Budget  and  rate  review 

The  review  of  a  hospital's  budget 
includes  a  review  of  its  current  fiscal 
year  and  its  previous  fiscal  year.  First, 
the  costs  of  each  revenue  producing 
department  are  taken  from  Medicare 
cost  reports.  Then  they  are  adjusted 
for  volume,  new  programs,  and  infla- 
tion to  arrive  at  the  cost  of  the  budget 
year. 

The  cost  of  each  revenue  producing 
center  is  divided  by  each  center's 
projected  number  of  service  units. 
The  result  is  a  revenue  indicator  of 
the  financial  requirements  for  pro- 
viding a  unit  of  service  for  each  de- 
partment. If  a  hospital's  rate  of  cost 
increases  over  the  base  year  (FY  1977 
for  a  FY  1979  review)  and  current 
year  (FY  1978)  does  not  exceed  the 
commission's  established  level,  the 


budget  is  approved  without  further 
analysis.  The  commission  approves  a 
budget  if: 

•  The  cost  per  admission  of  the 
budget  year  (1979)  does  not  exceed 
9.5  percent  of  the  current  year  (1978) 
cost. 

•  The  increase  in  the  cost  per  ad- 
mission for  the  budget  year  (1979) 
does  not  exceed  22  percent  of  the 
prior  year  (FY  1977)  cost. 

In  addition,  the  commission  allows 
a  percentage  increase  in  budgets  for 
cost  increases  not  explained  by  infla- 
tion, new  programs,  and  volume 
changes  —  4  percent  for  1977  through 
1978  and  1  percent  for  1979.  If  a  hos- 
pital's cost  increase  exceeds  the  al- 
lowed levels,  its  budget  is  subjected 
to  a  more  detailed  review,  including 
an  examination  of  its  managerial 
practices,  its  relationship  to  peer 
groups,  and  its  occupancy  and  utili- 
zation levels. 

The  hospital  has  the  burden  of  jus- 
tifying expenditures  which  exceed  the 
amount  allowed,  as  well  as  other 
items.  After  informal  negotiation, 
hospitals  may  request  a  hearing  be- 
fore the  commission.  If  the  hospital  is 
not  satisfied  with  the  commission's 
decision,  it  may  appeal  through  the 
state  court  of  appeals. 

The  incentives  for  a  hospital  are 
twofold.  First,  a  budget  that  meets  the 
commission's  standard  is  not  subject 
to  in-depth  review  criteria,  thereby 
minimizing  the  time  and  cost  to  com- 
ply with  regulations.  Second,  a  hos- 
pital that  operates  below  the  approved 
budget  can  generate  excess  revenues 
which  can  be  kept  by  the  institution 
and  not  be  used  to  affect  the  follow- 
ing year's  financial  requirements. 

Inflation,  volume,  new  programs 

In  compiling  a  budget,  a  hospital 
first  determines  its  percentage  of  costs 
for  supplies  and  contracted  services. 
The  inflation  rate  for  each  item  is  cal- 
culated by  multiplying  it  by  the  infla- 
tion factor  allowed  by  the  commis- 
sion. These  rates  are  established  by 
using  the  wholesale  price  index,  con- 
sumer price  index,  and  actual  infla- 
tion rates  experienced  by  hospitals. 
Actual  inflation  rates  are  based  on 
prices  paid  by  hospitals  which  pur- 
chase in  groups.  The  inflation  rate 
used  for  wages  and  salaries  is  derived 


from  the  consumer  price  index.  Un- 
avoidable cost  increases  are  not  con- 
sidered in  calculating  cost  increases. 
Such  pass-throughs  are  generally 
government  mandated  increases,  such 
as  changes  in  the  employer's  portion 
of  social  security  taxes.  Legislation 
requires  that  new  program  expendi- 
tures by  a  hospital  approved  by  a  state 
agency  must  be  accepted  by  the  com- 
mission. These  also  are  treated  as 
pass-through  costs. 

The  commission  determined  that 
each  hospital  should  budget  on  the 
basis  of  its  costs  being  60  percent 
fixed  and  40  percent  variable.  As  a 
result,  only  40  percent  of  a  hospital's 
expenses  is  allowed  to  change  with 
volume.  A  hospital  that  experiences 
increases  in  volume  above  what  it 
budgeted,  is  allowed  to  keep  the  mar- 
ginal cost  of  the  increased  volume.  Its 
budget  for  the  succeeding  year  will  be 
reduced  by  the  fixed  cost  associated 
with  the  previous  year's  volume  over- 
age. 

Traditionally,  hospitals  have  used 
excess  income  from  high  volume  de- 
partments which  have  low  per-unit 
costs,  such  as  laboratories,  to  under- 
write the  expenses  in  departments 
which  have  high  cost  and  low  utiliza- 
tion, such  as  obstetrics.  In  an  attempt 
to  insure  that  patients  pay  only  for 
services  actually  received,  the  com- 
mission established  a  rule  which  was 
the  first  step  toward  ultimately  pro- 
hibiting this  practice  where  it  is  not 
justified:  All  hospitals  are  required  to 
reduce  any  loss  in  revenue-producing 
centers  by  50  percent  in  their  1979 
budgets. 

Adjustment  can  be  made  in  an  ap- 
proved hospital  budget  for  each  rev- 
enue producing  center  to  reflect  addi- 
tional financial  requirements.  For  in- 
stance, one  additional  requirement 
can  be  sufficient  working  capital  to 
bridge  the  time  between  when  costs 
are  incurred  by  the  hospital  and  pay- 
ment is  received  from  third  party 
payers;  other  additional  requirements 
are  contractual  adjustments  by  Medi- 
care and  Medicaid  for  hospital 
charges,  and  charity  and  bad  debts. 

A  hospital  can  grant  a  payer  up  to  a 
3-percent  differential  on  charges,  if 
the  payer  meets  certain  requirements; 
a  comprehensive  study  will  be  con- 


ducted to  determine  what  amount  the 
differentials  ultimately  should  be. 

A  discount  is  allowed  a  payer  who 
pays  his  bill  promptly,  while  payers 
who  take  excessively  long  to  pay  their 
bills  are  subject  to  interest  charges.  If 
the  hospital  does  not  bill  on  time,  it 
can  lose  a  portion  of  its  working  cap- 
ital allowance.  The  discount  and 
working  capital  rules  were  specif- 
ically designed  to  encourage  prompt 
payment  by  payers  and  timely  pre- 
sentation of  bills  by  hospitals. 

The  method  of  review  by  exception 
is  designed  to  minimize  the  commis- 


sion's regulatory  involvement  in  the 
internal  operations  of  hospitals  and  to 
incourage  them  to  operate  under  the 
commission's  primary  screens.  Also, 
it  is  designed  to  highlight  those  hos- 
pitals which  the  commission  should 
spend  more  time  evaluating,  thereby 
ensuring  that  hospitals'  operating 
budget  increases  are  reasonable. 

Colorado's  initial  success  in  de- 
signing and  implementing  a  budget 
and  rate  setting  system,  in  a  relatively 
short  period  of  time,  is  due  to  indus- 
try participation  and  cooperation,  in 
addition  to  the  pragmatic  approach 
taken  by  the  commission. 


The  View  from 

The  Washington  Post 


The  following  is  from  a  series  of  arti- 
cles by  Victor  Cohn  and  Peter  Milius, 
published  by  The  Washington  Post.  The 
views  expressed  do  not  necessarily  rep- 
resent those  of  HCFA  or  HEW. 

National  preoccupation 

Norman  Rockwell  gave  us  a  myth- 
ical view  of  American  medicine  in 
one  of  his  most  famous  Saturday 
Evening  Post  covers:  family  doctor  of 
benign  and  merry  countenance  applies 
stethoscope  to  back  of  apprehensive 
lad  with  freckles. 

The  image  conformed  to  a  world  in 
which  the  local  general  practitioner 
was  still  the  patron  saint  of 
medicine  —  someone  to  whom  we 
could  repair  for  the  relief  of  every- 
26        thing  from  warts  to  whooping  cough. 


Neither  he  nor  we  seemed  to  worry 
much  about  his  bill. 

That  nostalgic  picture  may  never 
have  quite  reflected  the  prevailing  re- 
ality of  health  service  in  this  country. 
But  it  is  a  reminder:  there  has  been 
serious  change  in  the  last  30  years  in 
how  we  regard  doctors  and  how  they 
treat  us. 

Health  has  become  a  national 
preoccupation  in  wealthy,  self- 
indulgent,  slowly  aging  America. 
And  health  care  has  become  increas- 
ingly commercial,  a  confusing  array 
of  services  that  some  people  have  for 
sale  and  others  of  us  buy.  The  medi- 
cal profession  has  become  the  pre- 
scribing and  dispensing  arm  of  an  in- 
dustry; it  is  part  of  business.  You 
could  call  it  the  health  business.  One 


goal  is  to  heal;  another  is  to  make  a 
profit. 

Healing  and  profiting 

Some  glimpses: 

•  In  Philadelphia  several  weeks 
ago,  a  drug  company  doctor — Dr. 
Stanley  Crooke  of  Bristol  Myers  — 
was  a  featured  speaker  in  a  health 
care  symposium  for  stock  market 
analysts.  His  company  manufactures 
cancer  drugs.  His  remarks  were  enti- 
tled, "Cancer  Chemotherapy:  Market 
and  Product  Opportunities." 

Among  other  things,  he  reminded 
the  analysts  that  cancer  is  now  "the 
second  most  common  cause  of  death 
in  the  developed  nations;"  that  as  the 
incidence  of  cancer  has  increased  in 
recent  years,  so  has  the  number  of 


oncologists,  doctors  who  specialize  in 
treating  it;  and  that,  "as  this  cadre  of 
knowledgeable  specialists  increases  in 
numbers,  the  number  of  patients  re- 
ceiving appropriate  chemotherapy 
will  increase  (and  is  increasing)  ex- 
ponentially." And  that  took  him  to 
the  bottom  line,  which  was  increased 
sales:  "the  impact  of  these  changes  is 
obvious,"  he  said. 

•  In  another  city,  a  busy  surgeon 
tells  a  visitor  of  having  been  ap- 
proached a  few  years  ago  by  a  large 
for-profit  hospital  company.  The 
company  offered  to  provide  him  with 
a  custom-designed  clinic  in  a  hospital 
that  it  had  taken  over.  The  unspoken 
expectation:  that  he  would  then  find  it 
convenient  to  move  all  this  patients 
there. 

•  In  a  third  city  a  so-called  "prac- 
tice management  consultant"  tells  of 
an  ophthalmologist  whose  practice  he 
reviewed.  The  consultant  had  been 
hired  to  help  the  eye  doctor  increase 
his  income,  and  knew  instantly  one 
way  to  do  it.  The  doctor  had  a 
below-average  ratio  of  surgery  to 
exams. 

"In  an  hour  of  surgery  you  can 
make  $700  to  $800,"  the  consultant 
explains.  "In  that  same  hour  in  your 
office  doing  three  eye  exams  at  $35 
you  will  make  $105." 

"We  look  at  it  as  a  business,"  this 
consultant  says.  So,  increasingly,  do 
others.  And  business  has  been  good  in 
recent  years. 

The  health  industry 

In  the  years  just  after  World  War 
II,  $1  out  of  every  $22  that  Ameri- 
cans spent  went  for  medical  care. 

Today  that  figure  is  $1  out  of  very 
$12. 

That  means  that  the  average  Ameri- 
can now  works  an  entire  month  a 
year — one-twelfth  of  his  time  —  to 
pay  his  or  her  share  of  the  national 
medical  bill. 

He  or  she  pays  a  large  part  of  the 
bill  in  taxes.  About  40  percent  of  this 
year's  $200  billion  in  national  health 
care  costs  will  be  met  with  public 
funds;  health  care  costs  are  now  one- 
eighth  of  the  federal  budget. 

Part  of  the  bill  is  also  paid  in  the 
form  of  non-medical  prices.  The 
health  insurance  of  auto  workers  is 


part  of  the  cost  of  a  new  car.  Both 
directly  and  in  this  indirect  way, 
health  care  costs  have  been  an  im- 
portant source  of  the  high  inflation  of 
the  last  10  years. 

But  they  have  also  been  an  impor- 
tant source  of  income.  There  are 
about  320,000  doctors  practicing  in 
the  country  now.  In  the  year  that 
began  Oct.  1,  we  will  pay  them  —  and 
their  nurses  and  suppliers,  their  land- 
lords and  their  brokers  —  about  $40 
billion. 

The  doctors  are  only  the  most  visi- 
ble providers  of  health  services.  The 
Government  estimates  that  almost  5 
million  workers  are  directly  involved 
in  providing  such  services  today  — 
one  U.S.  worker  out  of  every  10.  And 
that  does  not  count  the  supplying  in- 
dustries. 

Americans  will  "consume"  an  es- 
timated $250  million  worth  of  sutur- 
ing materials — surgical  thread  —  this 
year.  They  will  spend  an  estimated 
$54  million  on  artificial  limbs  and 
buy  $112  million  worth  of  hypoder- 
mic needles.  Somewhere  in  the  econ- 
omy, people  are  being  paid  to  make 
these  things. 

Sharing  the  pie 

Those  who  make  their  living  out  of 
health  are,  willy  nilly,  a  constituency 
for  keeping  health  care  costs  high. 


Health  has  become 
a  national  preoccupa- 
tion in  wealthy,  self- 
indulgent,  slowly  aging 
America. 


"It's  not  just  doctors  and  hospi- 
tals," says  Dr.  Paul  Ellwood,  a 
former  neurologist  who  now  h°^ds 
Interstudy,  a  respected  health  stuu> 
group.  "It's  nursing  homes,  sales- 
men, banks,  manufacturers,  drug 
companies,  franchisers,  insurers, 
lawyers,  accountants,  medical 
schools,  researchers.  It's  nurses  and 
technicians  and  therapists  —  each  new 
piece  of  technology  brings  its  own 
new  jobs  and  'professional  accredita- 
tion' and  turf. 

"They're  all  organized,  and  they're 


all  interested  in  increasing  their  share 
of  the  pie." 

Against  these  interests,  some  re- 
sistance has  developed.  The  Govern- 
ment has  been  the  leader,  partly  be- 
cause it  pays  so  large  a  share  of  the 
bill.  (Though  it  does  not  like  to  think 
of  itself  that  way,  the  health  industry 
is  one  of  the  nation's  most  heavily 
subsidized  industries.)  The  Carter 
Administration  sponsored  legislation 
in  the  last  Congress  to  contain  hospi- 
tal costs.  But  Congress  did  not  pass  it 
(although  hospitals  put  in  a  voluntary 
program  of  their  own). 


And  health  care  has 
become  increasingly 
commercial,  a  con- 
fusing array  of 
services  that  some 
people  have  for  sale 
and  others  of  us  buy. 


Some  large  corporations  have  also 
joined  the  resistance  now,  since  they 
too,  pay  a  large  part  of  the  national 
medical  bill  through  health  insurance 
premiums.  And  large  unions  like  the 
United  Auto  Workers  are  resisting.  In 
trying  to  maintain  and  increase  their 
health  insurance  benefits,  they  think 
they  end  up  bargaining  almost  as 
much  for  doctors  and  hospitals  at 
contract  time  as  for  their  members. 

But  health  care  costs  are  still  rising 
at  a  rate  of  about  12  percent  a  year, 
well  above  the  8  percent  for  prices 
generally;  so  far  the  resistance  has 
had  scant  effect,  for  at  least  two 
reasons. 

While  everyone  is  opposed  to  rising 
health  care  costs  in  the  abstract,  no 
one  wants  there  to  be  any  stinting  in 
his  own  care. 

And  more  to  the  point,  perhaps: 
only  a  third  of  the  time  do  people  any 
longer  pay  their  own  bills  for  health 
care  in  this  country.  Most  bills  are 
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paid  through  insurance  systems,  the 
great  banks  we  have  created  to  spread 
out  the  costs  of  medical  care  and  in 
effect  anesthetize  ourselves  against 
them. 

Insurance  systems 

The  Depression  was  one  impetus 
for  setting  up  these  payment 
mechanisms.  One  of  the  first  of  them, 
Blue  Cross,  was  created  in  the  Depre- 
ssion, partly  by  doctors  and  hospitals 
themselves  as  a  way  of  assuring  pay- 
ment. Its  companion  organization, 
Blue  Shield,  which  deals  more  with 
doctor  than  hospital  bills,  was  created 
in  the  1940s. 


Though  it  does  not 
like  to  think  of  itself 
that  way,  the  health 
industry  is  one  of  the 
nation's  most  heavily 
subsidized  industries. 


A  second  impetus  came  during 
World  War  II,  when  the  government 
restricted  wages  but  let  unions  bar- 
gain for  fringe  benefits  largely  as  they 
pleased. 

Partly  because  of  this,  collectively 
bargained  and  other  forms  of  private 
health  insurance  became  common  in 
the  1940s  and  1950s.  Commercial  in- 
surance companies  competed  with  the 
non-profit  Blue  Cross  and  Blue  Shield 
plans  to  write  it. 

The  third  great  shaping  event  of  the 
current  payment  system  came  in  Con- 
gress: the  passage  in  1965  of  Medi- 
care and  Medicaid.  The  Government 
in  these  programs  covered  the  two 
highest-risk  groups  in  the  population, 
the  aged  and  the  poor  (though  not  all 
the  poor;  Medicaid  varies  by  state). 

To  help  win  needed  votes,  how- 
ever. Congress  wrote  the  law  so  that 
Blue  Cross  and  Blue  Shield  and  to 
some  extent  other  insurers  would  ad- 
minister Medicare  as  the  Govern- 
ment's financial  intermediaries.  The 
Government  would  not  deal  directly 
with  hospitals  and  doctors;  these 
familiar  private  insurers  would. 

That  congressional  decision  created 


what  some  people  now  regard  as  a 
problem. 

Who  pays  whom 

Under  their  own  plans  and  those 
they  administer  for  the  Government, 
Blue  Cross  and  Blue  Shield  now  pay 
almost  40  percent  of  the  doctor  and 
hospital  bills  in  this  country. 

At  the  same  time,  the  boards  of  di- 
rectors of  most  of  the  Blue  Cross  and 
Blue  Shield  insuring  organizations 
around  the  country  are  controlled  by 
doctors  and  hospital  people,  who 
often  hold  their  majority  or  set  per- 
centage of  seats  on  the  boards  by  law. 

The  staff  of  the  Federal  Trade 
Commission  is  investigating  this  for 
its  price-fixing  implications. 

In  short,  the  nation's  doctors  and 
hospitals  have  had  an  advantage  over 
most  other  providers  of  services.  To  a 
large  extent,  they  or  people  close  to 
them  have  sat  in  judgment  of  their 
own  incomes,  since  these  insurers  de- 
cide which  fees  and  rates  to  accept 
and  to  pay. 

They  have  been  their  own  bankers. 

In  several  states  this  has  started  to 
change.  Some  states,  like  Maryland, 
are  developing  strong  hospital  rate- 
control  bodies.  Several  Blue  Shield 
plans  are  clashing  with  the  doctors 
who  created  them  over  the  control  and 
extent  of  doctors'  fees. 


Science  of  reimbursement 

The  typical  medical  bill  in  America 
is  no  longer  paid  by  a  patient;  it  is 
paid  by  a  computer.  And  a  new 
branch  of  medical  science  has  de- 
veloped; the  science  of  reimburse- 
ment, or  how  to  make  the  computers 
pay  more. 

Almost  all  large  hospitals  in  the 
country  now  have  reimbursement  of- 
ficers, medical  cost  accountants 
whose  job  is  to  maximize  Medicare 
payments.  They  bear  the  same  re- 
lationship to  the  Medicare  cost- 
reimbursement  rules  that  tax  lawyers 
do  to  the  Internal  Revenue  Code. 

Doctors,  too,  have  learned  to  talk 
to  the  computers.  Consider  the  case  of 
the  California  Relative  Value  Studies 
(CRVS),  an  intermittent  publication 


of  the  California  Medical  Associa- 
tion. 

Most  Americans  have  never  heard 
of  it,  but  the  CRVS  provides  the  vo- 
cabulary for  their  doctor  bills.  It  is 
one  of  the  country's  most  influential 
lists  of  medical  procedures — all  the 
services  doctors  perform  for  patients. 


And  a  new  branch  of 
medical  science  has 
developed:  the  science 
of  reimbursement, 
or  how  to  make  the 
computers  pay  more. 


Each  of  these  thousands  of  proce- 
dures is  catalogued,  then  given  a  code 
number  and  a  relative  value  expressed 
in  nonmonetary  terms  —  so  many 
"units"  for  the  simplest  office  visit, 
so  many  for  an  appendectomy  and  so 
on. 

These  relative  values  can  be — and 
are — readily  converted  into  dollars. 
Doctors  all  across  the  country  use  the 
code  numbers  and  to  some  extent  the 
relative  values  in  the  CRVS  and  sister 
lists  in  billing  patients.  Insurance 
companies  and  government  agen- 
cies—  or  their  computers  —  use  the 
code  numbers  in  making  payments. 

Revised  CRVS 

In  1974  the  California  Medical  As- 
sociation revised  the  CRVS.  In  part 
the  revision  was  simply  an  effort  to 
catch  up  with  changes  in  medical 
practice.  But  Government  and  private 
health  insurance  officials  quickly 
charged  that  the  1974  CRVS  did 
something  else  as  well:  It  gave  physi- 
cians new  ways  to  fatten  their  fees. 

The  1974  revision  did  not  particu- 
larly raise  the  value  of  old  proce- 
dures—  those  that  had  been  listed  in 
the  previous  1969  edition. 

Instead,  what  it  did,  according  to  a 
draft  report  on  CRVS  by  the  staff  of 
the  Senate  Permanent  Subcommittee 
on  Investigations,  was  to  add  hun- 
dreds of  new  procedures. 

New  levels  of  complexity  were  es- 
tablished. 

A  special  new  category  of  hospital 


visit  was  created,  for  example  —  a 
visit  on  the  day  a  patient  is  dis- 
charged. It  was  given  a  higher  rela- 
tive value  than  a  routine  hospital 
visit,  for  which  the  value  was  not 
changed  much. 

Several  new  categories  of  office 
visits  were  also  created  and  given 
high  values.  One  was  any  visit  in- 
volving "comprehensive  reexamina- 
tion" of  a  patient  whose  case  was 
"complicated  by  chronically  disabl- 
ing conditions."  Congress  two  years 
before  had  for  the  first  time  made 
persons — and  their  doctors  —  eligible 
for  reimbursement  from  Medicare. 

Another  example  had  to  do  with 
cataract  operations  which,  because  of 
the  number  done  each  year  as  well  as 
the  cost,  are  one  of  the  most  expen- 
sive types  of  surgery  that  Medicare 
finances. 

In  1969  three  kinds  of  cataract  op- 
erations had  been  listed.  In  1974  two 
more  were  added.  Each  of  these  new 
kinds  involves  undisputed  special 
difficulties;  each  was  therefore  as- 
signed a  higher  relative  value  than  the 
basic  cataract  operation.  But  in  1969 
they  had  been  included  within  that 
basic  category.  The  special  difficul- 
ties had  been  dealt  with  as  standard 
problems,  at  no  extra  cost. 

A  la  carte  medicine 

Doctors  say  they  are  justified  in 
charging  higher  fees  for  harder  tasks. 
Critics  say  the  doctors  are  moving 
toward  "a  la  carte  medicine."  In  any 
case,  federal  officials  and  staff 
analysts  in  California's  Blue  Cross 
and  Blue  Shield  programs  protested  to 
the  California  Medical  Association  in 
1974  that  the  new  CRVS  was  in- 
flationary. 

In  all,  there  were  1,860  more  pro- 
cedures in  the  1974  edition  than  in  the 
1969  one,  about  a  50  percent  in- 
crease. 

Blue  Cross  of  Southern  California 
said  in  an  internal  analysis  obtained 
by  the  Senate  subcommittee  staff  and 
quoted  in  its  report  that  many  of  the 
new  procedures  were  justified  by 
changes  that  had  occurred  in  medical 
practice  from  1969  to  1974. 

"However,"  the  Blue  Cross  analy- 
sis continued,  "it  does  appear  that  the 
basic  reasoning  for  increasing  so 
drastically  the  number  of  items  in- 


cluded in  the  CRVS  is  to  provide  the 
physician  with  a  means  of  charging 
more  for  the  services  that  he  is  pro- 
viding the  patient.  .  .  ." 

A  Blue  Shield  analysis  also  ob- 
tained and  quoted  by  the  Senate  sub- 
commitee  staff  was  sharper  in  tone. 
"The  concept  of  office  visits  being 
related  in  value  to  a  combination  of 
time  and  skill  appears  to  have  been 
abandoned,"  it  said.  Noting  that  a 
special  new  category  had  been  created 
for  office  visits  involving  a  "diag- 
nostic problem  or  challenge,"  it  said: 
"This  .  .  .  defies  evaluation.  Take 
only  the  first  new  category:  how  can 
any  physician  visit  not  deal  with  a 
diagnostic  problem?  Who  defines  a 
'special  challenge'  or  a  difficult  diag- 
nosis?" 

It  went  on  to  complain  that  "the 
underlying  principle  of  the  'average 
case'  being  the  basis  for  surgical  fees 
seems  to  have  been  discarded,"  and 
concluded: 

"Rather  than  reflecting  medical 
economics  as  practiced,  it  is  our 
opinion  that  the  document  reflects 
medical  economics  as  the  [drafting] 
committee  would  like  it  to  be  prac- 
ticed. .  .  ." 


Doctors  say  they  are 
justified  in  charging 
higher  fees  for  harder 
tasks.  Critics  say  the 
doctors  are  moving 
toward  "a  la  carte 
medicine." 


HEW  joins  in 

The  Department  of  Health,  Educa- 
tion, and  Welfare  joined  the  chorus. 
Its  West  Coast  Medicare  office  ob- 
served in  a  letter  to  the  medical  as- 
sociation that  "there  is  a  strong  in- 
ducement in  the  new  terminology  to 
charge  above-usual  fees''  for  a 
number  of  services,  and  said  the  Gov- 
ernment feared  "considerable  fee  es- 
calation resulting  from  the  use  of  the 
1974  revision." 

HEW  has  refused  to  recognize  the 
1974  revisions  in  reimbursing  doctors 


under  Medicare.  It  also  has  refused  to 
grant  nationwide  recognition  to  many 
changes  proposed  in  the  1969  revision 
of  the  CRVS;  that,  too,  involved  the 
listing  of  hundreds  of  new  proce- 
dures. 

A  minor  test  of  wills  resulted. 
Doctors  in  California  and  assorted 
other  states  are  busily  submitting  bills 
in  the  1974  lexicon.  The  Government 
is  determinedly  translating  them  back 
into  earlier,  less  costly  terms  before 
making  payment. 

Payments  to  doctors  still  have 
risen.  Other  aspects  of  the  fee-setting 
process  more  important  than  the 
CRVS  allow  them  to  do  so.  But  HEW 
says  they  have  not  risen  as  much  as 
they  otherwise  would  have. 

Out  of  public  view  and  outside  the 
normal  political  process  —  computer 
codes,  after  all,  are  not  a  very  zippy 
subject — the  Government  and  the  na- 
tion's doctors  have  been  in  a  fairly 
fundamental  dispute  over  fees. 

There  have  also  been  disputes  with 
the  hospitals.  A  whole  industry,  for  in- 
stance, has  grown  up  devoted  to  deter- 
mining just  what  share  of  a  hospital's 
costs  are  attributable  to  Medicare  pa- 
tients costs. 

The  main  thing  at  issue  is  a  hospi- 
tal's overhead  —  the  administrator's 
salary,  the  cost  of  the  admitting  and 
billing  departments,  the  utility  bills 
and  various  housekeeping  costs.  The 
art  is  to  allocate  as  much  of  this  as 
possible  to  those  departments  heavily 
used  by  Medicare  patients;  then 
Medicare  will  end  up  paying  a  higher 
percentage  of  these  costs. 

Allocation  rules 

This  allocation  process  leads  to 
enormously  complex  disputes.  As 
with  that  over  CRVS.  millions  of 
dollars  are  at  stake.  Also,  as  in  the 
CRVS  case,  they  tend  to  take  place 
inside  the  bureaucracy,  and  outside 
the  formal  political  process  and  public 
view. 

An  example:  two  years  ago  HEW 
proposed  new  allocation  rules,  under 
which  a  hospital  could  allocate  the 
costs  of  running  its  admitting  depart- 
ment. 

The  hospitals  proposed  instead  that 
these  costs  be  allocated  according  to 
the  number  of  patients  admitted  in 
each  department. 


What  was  the  difference?  The  hos- 
pital plan  would  have  kept  admitting 
costs  from  being  allocated  to  ancillary 
departments,  which  Medicare  patients 
tend  to  use  less  than  other  patients. 
Instead,  under  the  h6spital  plan,  all 
costs  would  have  been  allocated  to  the 
basic  medical,  surgical  and  other 
areas  more  heavily  used  by  the  Medi- 
care recipients.  And  so  Medicare 
would  have  ended  up  paying  a  greater 
share  of  hospital  overhead.  The  hos- 
pital plan  was  finally  rejected;  the 
HEW  plan  adopted. 

Another  example  of  how  the  system 
works:  a  hospital  here  is  planning  a 
new  intensive  care  unit,  and  was  try- 
ing to  decide  whether  to  make  it 
6,000  or  9,000  square  feet. 

Under  the  Medicare  rules,  some 
overhead  costs  are  allocated  among 
hospital  departments  by  square  foot- 
age. The  larger  the  new  intensive  care 
unit,  the  smaller  the  share  of  other 
departments  would  be  in  the  hospi- 
tal's total  square  footage,  and  the 
weaker  their  claims  on  the  Medicare 
dollar  would  become. 

The  hospital  is  doing  a  separate 
computer  run  to  find  out  how  the 
larger  unit  would  affect  its  reim- 
bursement rate.  That  will  not  be  the 
only  factor  in  deciding  which  size 
unit  to  build.  But  to  some  extent,  the 
hospital  administrator  acknowledges, 
in  this  case  as  in  other  cases,  a  medi- 
cal decision  has  also  become  a  reim- 
bursement decision. 


A  full  house  wins 

There  are  about  7,000  hospitals  in 
America.  Each  has  an  administrator. 
And  the  perversity  of  the  system  is 
this:  the  better  those  administrators  do 
their  jobs,  the  higher  the  national 
medical  bill  will  be. 

The  reason  is  no  secret.  There  are 
more  hospital  beds  in  the  country  than 
people  needing  hospitalization.  Al- 
most every  hospital  is  striving  to  raise 
its  occupancy  rate;  hospitals  are  ex- 
pansionist forces  in  health  care. 

"You  can't  be  a  good  hospital  ad- 
ministrator unless  you  have  a  full 
house,"  says  Robert  Derzon,  former 
head  of  the  Federal  Government's 


Health  Care  Financing  Administration. 
"You  can't  reduce  unit  costs  without 
high  volume." 

Hospitals  unashamedly  court  doc- 
tors—  offer  them  cut-rate  office  space 
in  next-door  office  buildings,  for 
example,  or  buy  them  equipment  they 
say  they  need  —  because  doctors  are 
the  source  of  patients. 

"It  is  doctors  who  fill  our  beds  and 
call  the  tune,"  one  administrator 
says.  "They  have  a  lot  of  hospitals 
where  they  can  take  their  patients 
these  days.  So  when  they  tell  us  we 
need  a  CT  scanner  [an  especially  ex- 
pensive piece  of  equipment]  or  what- 
ever, we  buy." 

Hospitals  also  court  patients  di- 
rectly. So  many  hospitals  have  begun 
advertising  that  the  American  Hospi- 
tal Association  felt  compelled  to  pub- 
lish guidelines  on  the  subject  in  1977. 
(Among  other  things,  these  guidelines 
discourage  "quality  comparison, 
either  direct  or  by  implications," 
between  one  hospital  and  another. 
They  say  such  comparisons  could 
prove  "counter  productive,  libelous 
or  difficult  to  present  in  a  fair  and 
objective  manner.") 

Some  quite  reputable  hospitals  have 
gone  so  far  as  to  establish  marketing 
departments.  Hospitals  are  merchan- 


dising their  wares  like  businesses — 
and  in  many  ways  businesses  are  what 
they  are. 

That  is  plainly  true  of  the  one  hos- 
pital in  seven  now  run  for  profit  in  the 
country.  But  it  is  also  true  of  most  of 
the  rest,  as  they  increasingly  will  tell 
you. 

They  make  unusual  businesses  in 
one  sense.  As  an  officer  of  Humana 
Inc.,  the  nation's  largest  for-profit 
hospital  company,  put  it  not  long  ago, 
"Our  definition  of  a  sale  is  a  patient 
stay." 

But  in  other  respects  they  are  ordi- 
nary. Most,  non-profit  as  well  as 
investor-owned  hospitals,  are  con- 
stantly trying  to  increase  "sales." 

And  as  in  other  business,  some 
kinds  of  sales  are  highly  profitable, 
some  not. 

The  profit-generating  patient,  the 
kind  whose  arrival  makes  a  hospital 
administrator  smile  secretly  into  his 
adding  machine,  tends  to  be  one  who: 

•  Is  well-insured  by  a  large  com- 
mercial insurance  company  like  Aetna 
or  Prudential,  and  is  not  a  Blue 
Cross-Blue  Shield,  Medicare  or 
Medicaid  patient. 

•  Will  need  lab  tests  and/or  x-rays 
or  other  so-called  ancillary  services. 


•  Will  end  up  having  a  fair-sized 
standard  operation. 

•  But  basically  is  not  that  sick. 
This  perfect  patient,  whose  surgery 

was  probably  elective,  will  be  able  to 
go  home  by  the  weekend  or,  in  the 
best  of  possible  worlds,  will  stay  in 
the  hospital  over  the  weekend  but  by 
then  require  little  care. 

The  reason  this  last  is  a  desirable 
quality  from  the  hospital's  point  of 
view  is  fairly  obvious.  A  hospital  ad- 
ministrator wants,  insofar  as  he  safely 
can,  to  skeletonize  his  staff  on  the 
weekend  to  cut  costs.  And  to  the  ex- 
tent that  he  can  do  that  and  still  keep 
paying  patients  around,  he  wins  on 
both  sides  of  the  ledger. 


The  other  points  are  more  compli- 
cated. They  have  to  do  with  the  con- 
voluted way  a  hospital  bill  is  con- 
structed. 

Making  out  bills 

The  myth  about  hospital  bills, 
which  hospitals  have  helped  nurture 
over  the  years,  is  that  charges  for  in- 
dividual items  bear  some  relationship 
to  those  items'  cost. 

Most  hospitals  charge  far  more  than 
cost  for  some  items,  then  use  the 
surpluses  generated  to  subsidize  other 
services,  or  to  finance  expansion,  or, 
in  the  case  of  proprietary  hospitals,  to 
pay  a  return  on  investment. 

Typically  (but  not  everywhere;  in 
Maryland,  for  example,  this  kind  of 
tilt  in  rates  is  forbidden  by  regula- 
tion), hospitals  make  money  in  their 
ancillary  departments  and  operating 
rooms.  They  lose  money  on  their 
maternity  wards.  They  break  even  on 
their  hotel  business  —  the  daily  room 
rates  on  their  medical  and  surgical 
wards. 

(Some  hospitals,  however,  say  they 
use  surpluses  generated  elsewhere  to 
subsidize  their  medical  and  surgical 
wards.  Mainly  because  it  is  so  vis- 
ible, they  say  they  keep  their  daily 
room  rate  below  cost.) 


This  traditional  rate  tilt  is  the  rea- 
son the  short-term  surgery  patient 
who  may  need  a  little  diagnostic  work 
on  the  side  looks  so  good  to  a  hospi- 
tal. This  kind  of  patient  is  buying 
only  high-margin  services.  (For-profit 
hospital  companies  are  often  accused 
of  positioning  and  designing  their 
hospitals  precisely  to  serve  such  pa- 
tients, skimming  the  market  and  put- 
ting extra  pressure  on  nonprofit  hos- 
pitals. The  companies  almost  always 
deny  the  charge.) 


This  perfect  patient, 
whose  surgery  was 
probably  elective, 
will  be  able  to  go  home 
by  the  weekend. 


Third  party  payers 

Variations  in  insurance  add  another 
layer  of  complication.  The  most  im- 
portant of  these  have  to  do  with 
Medicare  and  Medicaid,  the  Federal 
programs  that  help  pay  the  medical 
bills  of  the  elderly  and  poor. 

Neither  Medicare  nor  Medicaid  will 
pay  a  hospital's  charges;  they  will  pay 
only  costs.  One  reason  for  this  is  the 
obvious  protective  one.  Another  is 
legal.  If  Medicare  paid  charges. 
Medicare  trust  fund  money  would  end 
up  being  used  in  part  to  pay  costs  in- 
curred by  non-Medicare  patients; 
funds  held  in  trust  for  the  elderly 
would  be  helping  to  defray  maternity 
bills,  for  example. 

Thus  hospitals  are  required  by  law 
to  give  the  Government  what  the  for- 
profit  companies  and  many  nonprofit 
administrators  regard  as  a  "discount" 
on  Medicare  and  Medicaid  patients. 

Partly  because  of  their  size  and 
market  power,  partly  for  other  rea- 
sons. Blue  Cross-Blue  Shield  insur- 
ance plans  have  also  involved  dis- 
counts of  various  sizes.  Only  patients 
with  commercial  insurance  or  those 
rare  paying  patients  with  no  insurance 
pay  full  price. 

There  are  some  interesting  dis- 
tributional implications  in  all  this. 

Medicare  and  Medicaid,  for  exam- 
ple, do  not  include  in  the  costs  they 
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will  pay  an  allowance  for  bad  debts 
and  free  care  —  those  patients  who, 
one  way  or  another,  end  up  paying 
nothing. 

Medicare  and  Medicaid  also  make 
smaller  allowances  than  hospitals  say 
they  need  for  depreciation  —  the  cost 
of  replacing  equipment.  And  they  do 
not  allow  as  large  a  rate  of  return  as 
the  proprietary  institutions  say  they 
need  to  attract  investment. 

Patients  with  commercial  insurance 
thus  end  up  paying  all  these  items. 
Next-door  neighbors  can  end  up  pay- 
ing very  different  prices  at  the  same 
hospital  for  the  same  thing. 


Physicians'  incomes 

Doctors  are  among  the  highest  paid 
Americans. 

The  median  1978  income  for  all 
private,  office-practice  doctors  was 
probably  $70,000,  according  to  latest 
survey  figures  and  estimates.  Only  1 
percent  of  the  U.S.  population  makes 
that  much. 

Many  doctors  earn  more.  Yet  it  is 
not  so  much  what  doctors  earn  as  how 
they  earn  it  that  runs  up  the  nation's 
health  bill.  Doctors  are  in  a  position 
to  generate  their  own  income  when 
they  diagnose  and  prescribe.  In  ef- 
fect, they  can  control  the  demand  for 
the  very  services  they  supply. 

Doctors'  fees  alone  consume  just 
$1  out  of  every  $5  of  the  national 
health  bill,  public  and  private.  All  the 
things  doctors  do,  however  —  the 
drugs,  tests,  hospitalization  and  oper- 
ations they  order,  plus  their  fees — 
add  up  not  just  to  that  20  percent  but 
to  an  estimated  70  percent  of  the  bill. 

The  doctor  is  thus  a  combined 
salesman,  buyer  and  deliverer  of 
health  care.  And  the  kind  of  care  he 
or  she  chooses  to  deliver  cannot  help 
but  affect  his  or  her  income. 

For  this  reason  and  others,  the 
things  doctors  do  are  today  under 
examination  and  criticism  —  including 
self-criticism  within  the  medical 
profession  —  as  never  before.  In  the 
view  of  many  critics,  many  doctors' 
whole  practices  consciously  or  uncon- 
sciously become  targeted  toward  "in- 
come maximization"  —  to  quote  a 


term  used  by  business  consultants 
whom  many  doctors  hire. 

The  result,  say  the  critics,  is  too 
often  an  unnecessary  or  misguided 
test,  treatment  or  operation. 

Income  maximization 

A  Medicaid  obstetrician  —  a  doctor 
who  earns  a  high  income  by  giving 
care  primarily  to  large  numbers  of 
Medicaid  patients,  despite  low  fees 
per  patient  visit,  or  per  procedure  — 
was  questioned  by  a  medical  society 
committee  for  giving  every  prospec- 
tive mother  a  sonogram,  or  ultrasound 
exam.  Most  doctors  don't  consider 
the  test  necessary  for  every  woman; 
many  don't  even  have  the  machine  to 
give  it.  But  each  such  exam  earned 
this  doctor  an  added  fee. 

Virtually  every  medical  specialty 
has  its  own  set  of  tools  or  machines 
whose  use  earns  fees.  "And  the  most 
conscientious  doctors  —  those  who 
rely  most  heavily  on  careful  physical 
examinations  and  the  patient's  de- 
tailed history  and  take  time  to  guide 
and  explain  and  hear  their  patients 
out  —  earn  the  least.  The  charges  for 
pure  time  are  always  less  than  the 
charges  for  'procedures.'  "  One  hears 
this  complaint,  in  almost  the  same 
words,  from  doctor  after  doctor  who 
tries  to  practice  this  careful,  lower- 
paid  kind  of  medicine. 


"Surgery  explosion" 

The  operating  room  is  the  site  of 
much  of  the  abuse.  The  nation  is  un- 
dergoing a  "surgery  explosion,"  in 
the  view  of  Dr.  Eugene  McCarthy  of 
Cornell  University.  The  rate  at  which 


we  go  under  the  knife  has  increased  in 
almost  every  year  since  the  late 
1960s,  and  last  year  there  was  one 
operation  for  every  10  persons 
(though  some  individuals  had  more 
than  one).  McCarthy  blames  the  ex- 
plosion mainly  on  a  surplus  of  hospi- 
tal beds  and  a  surplus  of  surgeons. 
Among  the  results: 

•  Some  80,000  operations  are 
being  done  each  year  to  try  to  in- 
crease blood  flow  to  bad  hearts.  Many 
do  relieve  pain  or  at  least  temporarily 
improve  life.  But  the  operation  is 
being  hugely  overperformed  because 
it  is  "a  big  money-maker  for  doctors 
and  hospitals,"  with  400  surgeons 
alone  collecting  "almost  half  a  billion 
dollars"  yearly,  says  Dr.  Thomas 
Preston,  cardiologist  at  the  U.S.  Pub- 
lic Health  Service  Hospital  in  Seattle. 

•  Many  surgeons  agree  that  the 
radical  mastectomy  —  the  once- 
standard  removal  of  the  entire  breast, 
chest  muscles  and  under-arm  lymph 
nodes  for  breast  cancer — now  need 
be  done  in  only  a  small  percentage  of 
patients.  But  in  the  first  six  months  of 
1978,  18  percent  of  California  sur- 
geons who  did  a  breast  operation  still 
did  the  radical  rather  than  a  gentler 
procedure  (which  earns  a  few  hundred 
dollars  lower  fee). 

•  The  number  of  hysterectomies 
rose  25  percent  between  1970  and 
1975,  an  increase  called  "stagger- 
ing" and  clearly  excessive  by  Dr. 
Kenneth  Ryan  of  Harvard.  A  1977 
Baltimore  study  found  one  hysterec- 
tomy in  six  that  was  unnecessary. 

•  More  than  10  percent  of  all  de- 
liveries are  now  done  by  caesarean 
section,  a  doubling  in  10  years,  and 
the  rate  has  reached  25  percent  in 
some  hospitals.  Obstetricians  say  the 
procedure  produces  many  healthier 
babies.  But  many  also  concede  that 
there  are  added  risks  to  the  mothers, 
and  the  rate  is  up  partly  because  they 
fear  a  malpractice  suit  if  they  fail  to 
"do  everything  possible." 

•  Johns  Hopkins  surgeons,  con- 
cerned that  they,  as  well  as  other  sur- 
geons, were  doing  too  many  appen- 
dectomies, cut  their  rate  from  nearly 
65  per  100  patients  with  "non- 
specific abdominal  pain"  to  7  per  100 
with  no  difference  in  patients'  health. 

•  Most  of  the  750,000  tonsillec- 


tomies  still  being  done  each  year  are 
unjustified  or  actually  harmful,  says 
Dr.  Jack  Paradise  of  the  University  of 
Pittsburgh.  He  says  the  reasons  for 
the  high  rate  range  from  outdated  be- 
liefs to  the  "financial."  rx 


Unnecessary  services 

Every  procedure  has  its  ardent  de- 
fenders, who  claim  lives  are  being 
saved  or  improved.  But  a  basic  fault, 
says  the  congressional  Office  of 
Technology  Assessment,  is  that 
"only  10  or  20  percent"  of  all  the 
procedures  doctors  employ  "have 
been  shown  by  controlled  tests  to  be 
beneficial." 

Dr.  Marvin  Shapiro  of  Los 
Angeles,  former  president  of  Califor- 
nia Blue  Shield  and  a  practicing 
radiologist,  thinks  "at  least  25  per- 
cent of  all  services  rendered  in  the 
name  of  good  care  are  either  worth- 
less, dangerous  or  on  a  cost-effective 
basis  something  between  absurd  and 
questionable." 

He  blames  "peer  and  public  pres- 
sure" to  be  up  to  date,  overuse  of 
routine  examination,  fear  of  malprac- 
tice suits,  doctors'  "ignorance"  and 
failure  to  stay  current,  pressure  from 
patients  and  families  who  want  "ev- 
erything" since  "insurance  will 
pay"  —  and  also  some  "greed." 

By  whatever  means  —  mainly  by 
genuinely  caring  for  sick  people  — 
America's  practicing  physicians  will 
collect  some  $40  billion  for  their 
work  in  the  fiscal  year  that  ended 
September  30,  according  to  a  Gov- 
ernment estimate.  The  doctors'  share 
actually  will  be  somewhat  higher;  the 


estimate  for  "physicians'  services" 
does  not  include  the  sum  paid 
thousands  of  hospital-based  doctors 
(counted  under  "hospital  care")  or 
military  physicians. 

High  earners 

According  to  a  survey  by  Medical 
Economics  magazine,  the  median 
office-based  doctor's  1977  income 
was  $65,430  before  taxes.  Adding  6.2 
percent  (the  average  by  which  doc- 
tors' incomes  rose  each  year  since 
1974),  the  1978  figure  would  be  just 
under  $70,000. 

That  figure  may  understate.  Dr. 
Zachary  Dyckman  of  the  Council  on 
Wage  and  Price  Stability  thinks  the 
highest  earners  probably  don't  answer 
income  surveys. 

It  is  certain  that  thousands  of  doc- 
tors earn  $100,000  and  more  before 
taxes,  and  many  are  in  the  $200,000 
and  higher  class. Medical  Economics 
says  that  in  1977,  3  percent  earned 
$150,000  or  more;  8  percent, 
$125,000  or  more,  and  18  percent, 
$100,000  or  more.  At  the  same  time, 
18  percent  made  less  than  $40,000; 
10  percent  less  than  $30,000. 

Among  office-based  specialists, 
orthopedic  surgeons  earned  the  most, 
a  median  $91,940.  Urologists  earned 
$80,770;  surgeons  in  general, 
$78,220;  obstetricians,  $78,240;  in- 
ternists, $66,140;  pediatricians, 
$54,180;  psychiatrists,  $53,790. 
Family  practitioners,  members  of  a 
new  official  speciality,  made  a  me- 
dian $61,760;  other  general  prac- 
titioners, $51,030. 

This  survey  did  not  cover  some  of 
the  highest  earners:  hospital-based 
pathology  and  laboratory  chiefs, 
radiologists  and  anesthesiologists. 
They  work  for  either  hospital  salaries; 
salaries  and/or  a  percentage  of  their 
charges  or  on  a  separate  fee  basis  by 
which  they  send  their  own  bills. 

Current  estimates  of  their  average 
incomes  range  from  $73,000  to 
$164,000,  depending  in  large  part  on 
these  arrangements,  with  the 
pathologist-lab  men  with  percentage 
deals  in  the  lead. 


The  American  Medical  Association 
maintains  that  some  Government  es- 
timates fail  to  deduce  these  doctors' 
expenses,  and  that  the  real  averages 
are  at  the  low  end.  But  hospital  rate- 
setting  bodies  in  several  states  have 
been  battling  some  such  doctors  who 
collect  $200,000  or  $300,000  a  year 
by  their  contracts  that  give  them  a 
share  of  every  laboratory  or  x-ray 
charge. 

Income  elite 

The  distance  between  doctors'  in- 
comes and  those  of  their  patients  has 
grown  in  the  era  of  Blue  Cross,  Blue 
Shield,  Medicare  and  more  and  more 
procedures. 

Forty  years  ago  doctors  made  less 
than  twice  as  much  as  other  profes- 
sional and  technical  workers  —  the 
rest  of  the  educated  elite  —  and  less 
than  three  times  as  much  as  the  aver- 
age wage-earner.  Today  physicians 
average  more  than  four  times  as  much 
as  all  other  professional-technical 
persons,  twice  as  much  as  lawyers 
and  more  than  five  times  as  much  as 
all  wage  earners. 

Doctors'  earnings  have  fallen 
slightly  behind  increases  in  their  liv- 
ing and  overhead  costs  since  1970, 
says  Medical  Economics .  Still,  last 
June  the  AMA's  new  president.  Dr. 
Tom  E.  Nesbit,  asked  doctors  to  hold 
back  on  fee  increases  voluntarily, 
since  they  could  expect  government 
controls  if  their  own  restraint  failed. 
He  said  fees — recently  rising  by  9.2 
percent  yearly  —  should  be  held  to  an 
8  percent  increase  this  year  and  7  per- 
cent in  1980.  He  said  "this  profession 
can  live  with  this  very  comfortably." 

The  Council  on  Wage  and  Price 
Stability  has  asked  doctors  to  go 
farther  by  limiting  fee  increases  to  6.5 
percent  this  year. 

Fee  controls,  unfortunately,  have 
not  always  worked.  According  to  a 
survey  of  5,000  California  doctors, 
the  Federal  wage-price  controls  of 
1972-75  had  no  significant  effect  on 
their  easily-ascertained  Medicare  in- 
comes. 

Unable  to  raise  their  charges,  they 
simply  expanded  the  number  of  serv- 
ices they  did  and  billed  for — the 
examinations  and  tests  and  operations 
and  procedures  —  and  kept  up  their 
earnings. 
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Tierney  to  chair  board 

Former  director  of  the  Medicare  pro- 
gram, Thomas  M.  Tierney,  appointed 
to  a  three-year  membership  on  the  Pro- 
vider Reimbursement  Review  Board, 
became  chairperson  of  the  board  in  Jan- 
uary when  chairperson  Arthur  Owens' 
term  ended. 

Tierney  was  regional  commissioner 
for  the  Social  Security  Administration 
in  San  Francisco  and  earlier  in  his  career 
was  president  of  the  Colorado  Hospital 
Service. 

In  announcing  the  appointment,  HEW 
Under  Secretary  Nathan  J.  Stark  said, 
"Tom  Tierney 's  great  expertise  in  the 
health  care  field  will  be  a  distinct  asset 
to  the  important  work  of  the  Provider 
Reimbursement  Review  Board.  His  ad- 
ministrative and  legal  skills  will  help  us 
institute  changes  to  streamline  proce- 
dures and  to  resolve  problems  that  we 
have  encountered  under  current  regu- 
lations." 

To  improve  the  review  process,  HCFA 
is  developing  regulations  to: 

•  Make  clear  that  board  hearings  are 
open  to  the  public. 

•  Specify  procedures  and  criteria  for 
the  HCFA  administrators  review 
of  board  decisions. 

•  Specify  HCFA's  intention  to  issue 
formal  rulings  by  the  administrator 
which  would  clarify  technical  policy 
issues  and  to  periodically  publish  an 
index  and  compilation  of  these  rul- 
ings. 
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Cost  of  Medicare  medical 
insurance  to  increase  9.9 
percent  next  July 

The  basic  premium  for  Medicare's 
supplementary  medical  insurance  cover- 
age will  increase  9.9  percent  from  $8.70 
a  month  to  $9.60  a  month  for  the  12- 
month  period  beginning  next  July  I .  The 
major  factors  responsible  for  the  in- 
crease are  physicians' fees  recognized  by 
Medicare,  increases  in  the  number  of 
services  rendered,  a  trend  toward  more 
expensive  services,  and  an  increase  in 
the  cost  and  use  of  hospital  outpatient 
services. 

About  27.9  million  persons  will  be  en- 
rolled in  the  supplementary  medical  in- 
surance part  of  Medicare  (Part  B)  in 
the  fiscal  year  beginning  October  1 ,  1980, 
including  2.8  million  disabled  persons 
under  age  65  and  25.1  million  persons 
age  65  or  older. 

The  costs  of  benefits  under  the  supple- 
mentary medical  insurance  program  are 
expected  to  increase  from  about  $9.7  bil- 
lion in  fiscal  year  1980  to  $11.4  billion 
in  fiscal  year  198 1 .  Because  social  security 
benefits  increased  by  9.9  percent  in  June 
1979,  the  medical  insurance  premium 
can  increase  by  no  more  than  9.9  per- 
cent, yielding  the  new  premium  of  $9.60. 
If  the  increase  had  not  been  limited  to 
the  9.9  percent  increase  in  social  secur- 
ity benefits,  the  premium  would  have  to 
be  set  at  $16.30  a  month  to  cover  costs. 

Some  Part  B  enrollees  pay  more  than 
the  standard  premium  because  they  en- 
rolled a  year  or  more  after  their  earliest 
opportunity  to  do  so,  or  because  they 
withdrew  from  the  program  and  after 
waiting  a  year  or  more,  subsequently  re- 
enrolled.  Their  premiums  also  will  in- 
crease 9.9  percent  beginning  July  1,  1980. 

When  Medicare  patients 
don't  have  to  pay 

HEW  has  clarified  the  circumstances 
under  which  Medicare  patients  have  to 
pay  for  items  or  services  they  receive 
which  are  not  covered  by  the  program. 
Beneficiaries  will  be  liable  for  payment 
only  if  they  received  advance  written 
notice  of  non-coverage  from  a  doctor, 
other  health  care  provider,  or  an  inter- 
mediary responsible  for  paying  Medi- 
care claims.  Patients  don't  have  to  pay 


for  items  or  services  if  they  had  no  way 
of  knowing  the  service  wasn't  covered. 

The  previous  regulation  had  some- 
times been  interpreted  to  mean  that  evi- 
dence of  verbal  notification  of  non- 
coverage  was  sufficient  proof  that  a  pa- 
tient knew  a  service  or  item  was  not  cov- 
ered. As  now  clarified.  Medicare  will 
reimburse  the  beneficiary  who  received 
no  written  notice,  for  the  amount  he  or 
she  paid,  less  the  deductibles  and  coin- 
surance. Medicare  will  then  recover  the 
payment  from  the  provider. 


Verification  procedures 


The  Health  Care  Financing  Adminis- 
tration has  proposed  uniform  proce- 
dures for  verifying  whether  Medicaid 
beneficiaries  have  actually  received  serv- 
ices billed  to  the  program.  They  would 
require  all  state  Medicaid  programs  to 
establish  verification  procedures  in 
which  notices  are  sent  to  a  sample  of 
beneficiaries  who  would  return  the  noti- 
ces with  any  corrections. 

In  proposing  the  procedures,  HCFA 
Administrator  Leonard  D.  Schaeffer 
said,  "verification  of  services  is  an  effec- 
tive deterrent  to  potential  violators  (of 
Medicare  and  Medicaid),  and  it  provides 
leads  when  fraud  or  abuse  do  occur." 

State  Medicaid  agencies  would  be  re- 
quired to: 

•  Send  a  minimum  number  of  verifi- 
cation notices  to  a  specified  sample 
of  beneficiaries. 

•  Send  the  verification  notice  within  45 
days  after  the  claim  is  paid,  inform- 
ing the  beneficiary  what  the  service 
was,  where  and  by  whom  it  was  ren- 
dered, the  date  rendered,  and  the 
amount  billed. 

•  Request  the  beneficiary  to  return 
the  notice  indicating  whether  the  in- 
formation is  correct,  and  enclose  a 
self-addressed,  postage-paid  enve- 
lope for  the  response. 

•  Provide  that  services  defined  by  the 
state  as  "confidential"  will  be  ex- 
cluded from  the  verification  system. 


•  Maintain  a  record  of  all  verification 
notices  and  perform  at  least  one  J 
follow-up  to  those  who  did  not 
respond. 

Rhode  Island  hospitals 
agree  to  cost  cap 

Rhode  Island's  16  community  hospi- 
tals have  agreed  to  limit  increases  in 
spending  in  1980  to  no  more  than  10.5 
percent  over  1979  levels — a  lower  rate 
of  increase  than  called  for  under  any  of 
the  major  cost  containment  proposals 
now  before  Congress. 

The  agreement  was  reached  after 
weeks  of  negotiation  among  Blue  Cross 
and  Blue  Shield  of  Rhode  Island,  the 
hospital,  and  the  state's  Budget  Office, 
which  represents  hospital  users. 

In  negotiating  the  allowable  percent- 
age increase  for  a  hospital's  upcoming 
fiscal  year,  consideration  is  given  to  sal- 
aries and  wages,  supplies  and  expenses, 
depreciation  and  interest,  new  programs, 
volume  and  a  reserve  component.  An  in- 
dividual budget  item  can  be  above  or 
below  the  10.5  percent  cap,  but  the  total 
budget  increase  must  fall  within  that 
limit. 

The  hospital  cost  control  program  has 
netted  an  estimated  $34  million  in  sav- 


ings since  it  began  operation  in  1974. 


Ambulatory  surgery  savings 

A  recent  study  by  Blue  Cross  and  Blue 
Shield  of  North  Carolina  shows  that 
use  of  ambulatory  surgery  programs  in 
general  hospitals  can  save  patients  be- 
tween 49  and  77  percent  on  their  hospi- 
tal bills.  It  lists  some  300  surgical  pro- 
cedures which  can  be  performed  safely 


and  efficiently  by  ambulatory  surgery. 

Eighty  of  North  Carolina's  120  gen- 
eral acute  care  hospitals  now  have  some 
kind  of  ambulatory  surgery  programs, 
though  only  seven  of  the  state's  28  larg- 
est hospitals  perform  these  surgery  pro- 
cedures with  any  frequency. 

Another  study,  completed  by  Blue 
Cross  and  Blue  Shield  of  Rhode  Island, 
pinpointed  a  savings  of  $4.1  million  at 
two  ambulatory  surgery  centers:  one  at 
the  Rhode  Island  Hospital  Ambulatory 
Patient  Center  in  Providence,  and  the 
other  at  Blackstone  Valley  Surgicare, 
Inc.,  a  freestanding  facility  in  Pawtucket. 

Common  procedures  at  the  two  ambu- 
latory units  are  tonsillectomies,  bilateral  | 
hernia  repairs  in  children,  vasectomies, 
circumcisions,  cyst  removals,  and  D&Cs. 

It  was  estimated  that  the  transfer  of 
many  surgical  procedures  from  the  hos- 
pitals' in-patient  facilities  to  the  ambu- 
latory unit  resulted  in  a  saving  of  one  to 
three  days  of  hospitalization  per  case. 

Nursing  home  statistics 
updated  by  HEW 

About  1.3  million  persons  lived  in 
some  18,900  nursing  homes  in  the  United 
States  in  1977,  according  to  a  recently 
published  study  by  HEW's  National 
Center  for  Health  Statistics. 

The  study,  based  on  a  survey  of  1,700 
nursing  homes,  set  the  average  monthly 
charge  to  residents  at  $689  and  found 
that  the  primary  source  of  payment  for 
nearly  half  of  the  residents  was  from 
Medicaid.  About  one-third  of  the  pa- 
tients paid  the  biggest  share  of  their  bills 
from  their  own  income  or  from  that  of 
their  families. 

The  study  estimates  that  about  90  per- 
cent of  the  nursing  home  residents  were 
white,  70  percent  were  female,  and 
slightly  more  than  62  percent  were  wid- 
owed. The  median  age  of  a  resident  was 
81  years,  and  35  percent  were  85  or 
older.  Only  about  20  percent  of  the  resi- 
dents were  unable  to  eat,  bathe,  dress, 
use  the  bathroom,  or  move  about  with- 
out assistance. 

Less  than  5  percent  of  the  23.5  mil- 
lion Americans  age  65  and  older  are  in  nurs- 
ing homes,  but  that  percentage  climbs 
steadily  as  they  age.  About  10  percent 
of  those  75  and  older  and  nearly  22  percent 
of  those  85  and  older  are  nursing  home  I 
residents. 


SNF  payment  ceilings  set 

About  $52  million  is  expected  to  be 
saved  this  fiscal  year  because  the  Health 
Care  Financing  Administration  has 
clamped  ceilings  on  payments  for  skilled 
nursing  facilities. 

The  ceilings,  the  first  ever  to  be  set, 
apply  to  costs  of  routine  in-patient  serv- 
ices, such  as  nursing  care,  room,  and 
meals.  They  do  not  apply  to  such 
capital-related  costs  as  interest,  depre- 
ciation, insurance,  and  rent. 

Limits  for  hospital-based  skilled  nurs- 
ing facilities  are  $90.48  per  day  in  metro- 
politan areas  and  $66.48  per  day  in  non- 
metropolitan  areas. 

Limits  for  free-standing  skilled  nurs- 
ing facilities  are  $48.39  per  day  in  metro- 
politan areas  and  $39.39  per  day  in  non- 
metropolitan  areas. 

"These  are  realistic  ceilings  that  will 
allow  nursing  facilities  to  continue  to 
provide  a  high  standard  of  services  while 
helping  us  to  keep  costs  within  an  ac- 
ceptable range,"  said  HCFA  Adminis- 
trator Leonard  D.  Schaeffer.  "We  intend 
to  publish  revised  schedules  on  a  peri- 
odic basis." 


Waits  make  waste 

About  $1  million  in  Medicare  funds 
are  being  wasted  each  year  when  patients 
must  wait  in  acute  care  hospitals  for 
beds  to  become  available  in  convalescent 
hospitals,  according  to  a  report  recently 
released  by  the  Superior  California  Pro- 
fessional Standards  Review  Organiza- 
tion. 

Based  on  an  analysis  of  5,977  Medi- 
care patients  who  were  treated  during 
the  first  quarter  of  1979  in  acute  hospi- 
tals in  13  rural  California  counties,  the 
average  wait  for  a  convalescent  bed  was 
7.7  days.  The  average  daily  cost  for  a 
patient  in  an  acute  care  hospital  was 
about  $200  compared  with  $50  in  a  con- 
valescent hospital. 
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A  study  conducted  in  New  York  state 
in  February,  1979,  indicated  that  10 
times  as  many  Medicare  and  Medicaid 
patients  remained  on  waiting  lists  for 
convalescent  hospitals  than  did  patients 
who  paid  their  own  bills.  This  was  at- 
tributed to  payments  for  Medicare  and 
Medicaid  patients  being  limited  by  law 
and  nearly  always  lower  than  the  aver- 
age charge  for  a  private  patient. 


HEW  funds  neighborhood 
M.D.'s 

In  an  attempt  to  put  neighborhood 
doctors  back  into  the  neighborhood, 
seven  new  community  health  centers  of- 
fering comprehensive  diagnostic  and 
preventive  care  are  being  established 
with  federal  funds  in  impoverished  sec- 
tions of  South  Bronx,  New  York. 

With  a  commitment  of  nearly  $4  mil- 
lion from  HEW,  "the  program  is  to  set 
up  a  system  of  health  centers  that  will 
ensure  we  adequately  meet  the  health 
needs  of  this  seriously  underserved  area 
of  our  city,"  explained  regional  HEW 
official  Cesar  A.  Perales. 

To  alleviate  the  scarcity  of  physicians 
and  other  health  professionals  in  the 
South  Bronx,  at  least  19  physicians,  den- 
tists, and  nurse  practitioners  recruited 
by  the  National  Health  Service  Corps 
will  join  14  doctors  and  dentists  already 
assigned  there  by  the  Public  Health 
Service. 

The  centers  will  offer  basic  diagnostic 
and  preventive  health  care  services  and 
will  refer  patients  who  have  serious  med- 
ical problems  to  back-up  hospitals  asso- 
ciated with  the  clinics.  Recipients  of  the 
major  share  of  the  funds  are  the  Monte- 
fiore  Hospital  and  Medical  Center,  and 
the  Bronx-Lebanon  Hospital  Center. 
Others  are  the  Comprehensive  Commu- 
nity Development  Corporation  and  the 
South  Bronx  Community  Corporation. 


"Pioneer"  in  New  Jersey 

Coverage  for  routine  care  in  the  doc- 
tors  office  is  being  piloted  by  Blue  Cross 
and  Blue  Shield  in  New  Jersey  among 
employer  groups  in  Middlesex  and 
Union  Counties.  More  than  1,100  pri- 
mary care  physicians  have  agreed  to  par- 
ticipate in  the  program,  treating  whole 
families  or  single  members,  and  acting 
as  the  patient's  "health  care  coordinator" 
in  a  program  emphasizing  early  detec- 
tion and  treatment  of  illness. 

Benefits  include  full  payment  for  an 
initial  physical  examination  and  evalua- 
tion, periodic  physicals,  checkups,  im- 
munizations, pelvic  exams,  and  well 
child  care.  The  physician  also  refers  pa- 
tients to  specialists  and  to  health  care 
facilities  when  necessary. 

The  new  plan,  called  "Pioneer,"  is  be- 
ing studied  in  the  two  test  areas  by  the 
Blue  Cross  Institute  for  Prepayment 
Studies,  Inc.,  which  is  conducting  re- 
search on  cost  saving  alternatives  to  ex- 
pensive in-hospital  care. 

Paid  hospice  care 

In  a  two-year  demonstration  project, 
the  Health  Care  Financing  Administra- 
tion will  pay  for  all  hospice  care  given 
to  terminally  ill  Medicare  and  Medicaid 
patients. 

Current  reimbursement  limitations  in 
the  laws  and  regulations  will  be  waived 
to  permit  reimbursement  for  the  broad 
|  range  of  social,  psychological,  and  med- 
ical services  provided  by  hospice  pro- 
grams. 

Said  HCFA  Administrator  Leonard 
D.  Schaeffer,  "We  need  to  find  better 
ways  to  care  for  terminally  ill  patients. 
These  demonstration  projects  will  help 
us  explore  the  possibilities  of  making 
j  changes  in  the  current  Medicare  and 
Medicaid  regulations  to  provide  cover- 
age for  hospice  services." 

Twenty-six  hospice  organizations  were 
selected  from  236  applications  received. 

Regulations  proposed  to 
reduce  Medicaid  errors 

States  must  reduce  their  error  rates  in 
I  the  Medicaid  program  from  a  current 


j  average  of  9.4  percent  to  4  percent  or 
face  fiscal  penalities,  according  to  pro- 

I  posed  regulations  published  recently  by 

!  HEW.  The  proposal,  recognizing  the 
difficulty  many  states  would  face  in  com- 
plying with  this  sharp  reduction,  allows 
a  phased-in  approach  for  reducing  the 
error  rate.  The  rules  would  become  ef- 
fective September  30,  1980. 

The  target  schedule  for  achieving  the 
4  percent  goal  begins  with  reducing  the 
excessive  rate  of  error  by  one-third  for 
the  year  beginning  October  1980;  by 
two-thirds  for  the  year  beginning  Oc- 
tober 1981;  and  finally,  holding  the  error 
rate  to  4  percent  for  the  year  beginning 
October,  1982. 

Errors  in  the  Medicaid  program  in- 
clude both  overpayments  and  underpay- 
ments to  beneficiaries;  payments  to  per- 
sons who  are  not  eligible  to  receive  them; 
failure  by  a  state  to  enforce  child  sup- 
port requirements;  failure  to  obtain 
social  security  numbers  for  each  benefi- 
ciary; and  failure  to  meet  requirements 
for  registering  welfare  mothers  in  the 
Work  Incentive  Program. 

"The  proposed  regulations  reflect  the 
intent  of  the  Congress  that  HEW  and 
the  states  should  conduct  a  more  ambi- 
tious campaign  to  reduce  errors  in  the 
Medicaid  and  Aid  to  Families  with  De- 
pendent Children  programs,"  said  HEW 

I  Secretary  Patricia  Roberts  Harris.  "We 
will  continue  to  give  the  states  all  possi- 
ble assistance  in  achieving  this  phased 
reduction  to  4  percent,"  Secretary  Harris 
said.  "We  want  the  states  to  reduce  error 
rates,  but  without  cutting  benefits  to  the 
disadvantaged." 


New 
Publications 

from  the  Health  Care  Financing  Administration 


Health  Care  Financing 
Trends  —  a  quarterly  analysis 
of  economic  developments  in 
the  health  care  field.  Data  are 
reported  on  national  health  ex- 
penditures, community  hospital 
statistics,  consumer  price  in- 
dexes, employment  of  health 
care  workers,  and  a  variety  of 
national  economic  indicators. 


Health  Car 


e 

Financing 
Trends 


Health  Care  Financing 
Review  —  a  quarterly  publica- 
tion of  articles  based  on  studies 
of  reimbursement,  coverage, 
and  eligibility  alternatives;  the 
impact  of  HCFA  programs 
on  health  care  costs;  and 
beneficiary  access  to  health 
care  services. 

These  two  new  periodicals  are 
available  from:  ORDS  Publica- 
tions, Room  1E9  Oak  Meadows 
Building,  6340  Security  Boule- 
vard, Baltimore,  Maryland  21235. 


From  HCFA's  Office  of  Research,  Demonstrations,  and  Statistics 


From  HCFA's  Medicaid/Medicare  Management  Institute 


Eleventh  Annual  Conference  of  State  Medicaid 
Directors.  April,  1979. 

Data  on  the  Medicaid  Program:  Eligibility  Services 
Expenditures.  1979  Edition.  106  pp.  (Revised  March, 
1980)  —  the  most  comprehensive  compilation  of 
Medicaid  data  available,  a  valuable  source  for  those 
working  in  the  delivery  of  health  care  services. 
Avoiding  Erroneous  Payments  in  State  Medicaid 
Programs.  November,  1979.  45  pp.  —  a  collection  of 
reports  from  the  Corrective  Action  Projects  Division 
on  the  technical  assistance  given  to  Medicaid  agencies 
to  help  them  reduce  operational  errors  and  resulting 
overpayments. 

Special  Report:  Some  State  and 
Federal  Perspectives  on  Medicaid. 

1979.214  pp. — selected  papers  from 
four  conferences  held  during  1976 
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and  1977  to  explore  federal  and  state  initiatives  in 
program  management,  cost  containment,  regu- 
latory approaches,  and  Medicaid's  relationship 
to  the  health  care  system. 
Catalogue  of  State  Materials.  October,  1979. 
26  pp.  —  a  compendium  of  Medicaid  program 
management  materials  produced  by  the  states. 
Perspectives  on  Medicaid  and  Medicare 
Management  —  a  publication  issued  about  three 
times  yearly  which  reports  on  innovative  solutions 
to  management  problems  faced  by  Medicaid 
managers  and  Medicare  contractors. 

All  M/MM1  publications  are  available 
from:  Medicaid/Medicare  Manage- 
ment Institute  Clearinghouse,  389 
East  High  Rise,  6401  Security  Boulevard, 
Baltimore,  Maryland  21235 
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